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Many of the less common accounting events or transactions are either
described briefly or not covered atjgll in the typical firat year accounting
textbook. The purpose of this profess§&ﬁai—report~1s to extend the scope of the
coverage of presentation and disclosure issues associated with financial
statements provided in these: textbooks. The methods of disclosure discussed
include parenthetical explanations, footnotes, supporting schedules, cross
references, and valuation accounts. These presentations are illustrated by
actual financial statements,

The disclosures covered include examples of General Disclosures, Extended
Scope Disclosures, and Specialized Industry Disclosures, as well as typical
footnote disclosures. General Disclosures apply to all publicly held
enterprises. Extended Scope Disclosures apply to all publicly held enterprises,
that fulfill certain size or scope of operations criteria. Specialized Industry
Disclosures are required of enterprises that operate within the specified
industry. The notes to the financial statements are fairly typical with respect
to all enterprises.
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~—Audit reportaaére presented t illustrate the necessity for proper
presentation and disclosure in financial statements An unqualified opinion may
be rendered when the financial statements are prepiied in full compliance with
GAAP, consistently applied. Inadequate disclosures as well as other conditions
may result in a qualified opinion. This may be an "except for" qualified
opinion or even a disclaimer of opinion. Unusual uncertainties can result in a
"subject to" qualified opinion or even an adverse opinion.
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This professional report/is expected to be useful as a supplement to the

typical textual materials available for teaching financial accounting
principles. —
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CHAPTER 1

INTRODUCTION

The purpose of this professional report is to
extend the scope of the coverage of presentation and
disclosure issues associated with financial statements
provided in the typical first year account textbook. The
term disclosure is used as defined in Kohler's dictionary
for Accountants:

an explanation, or exhibit, attached to a financial

statement, or embodied in a report (e.g., an

auditor's) containing a fact, opinion, or detail
required or helpful in the interpretation of the

statement_ or report; an expanded heading or a

footnote.l
Textbooks written for the beginning accounting student
generally concentrate on the more frequently occurring
accounting events or activities. Many of the less common
events or activities are either described briefly or not
mentioned at all. In Chapters II through IV of this report
thorough coverage of the disclosure and presentation issues
associated with some of these 1less common events or
activities 1is provided. Examples from actual financial
statements are used to illustrate the required disclosures
and the manner of presentation for each event. Emphasis
is placed on the full disclosure principle. Chapter 1II
covers General Disclosures. These include disclosure

requirements that generally apply to all enterprises,

1
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regardless of size, scope of operations, or industry

classification.? These disclosures are all made in the
primary financial statements. The primary financial
statements are the balance sheet, the income statement,
and the statement of changes in financial position. Chapter
III reviews Extended Scope Disclosures. These disclosure
requirements apply only to enterprises that meet specific
criteria relating to attributes such as size or ownership.3
Chapter IV covers selected Specialized Industry Disclosures.
"These requirements apply to only the specific industry
identified."4 1In these three chapters, each accounting event
is discussed in terms of the disclosure and presentation
requirements for each of the financial statements affected,
as well as the notes that accompany them.

There are five generally accepted forms of
supplemental disclosure that are illustrated in the chapters
that follow. They are:

1. parenthetical explanations.

2. footnotes.

3. supporting schedules.

4. cross references.

5. valuation accounts.>
Parenthetical explanations are annotations enclosed in
parenthesis after a balance sheet account. Since they
are included in the body of the financial statement the

information 1is readily available without having to turn
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to another page. An example of a parenthetical explanation
can be found in the 1984 annual report of TRW, Inc. The
balance sheet contains the following information wunder
current assets:

Cash and marketable securities
(at cost which approximates market) $80,662°

Footnotes on the other hand require the reader to look up
the desired information in the notes to the financial
statements. If the amount of information required is too
lengthy for a parenthetical explanation, a footnote should
be used. A typical disclosure of this type can be found in
the 1984 annual report of the American Broadcasting
Companies, Inc. The Statement of Consolidated Earnings
includes the following:

Per Share Earnings (note H) $6.71 $5.45 $5.54
Then in the notes to the financial statements the corresp-
onding note appears as follows:

“'ote H: Per Share Earnings

Earnings per sharz has been computed based upon

the weighted average number of shares outstanding

during each year. The approximate number of shares

used in the computations were 29,096,070 in 1984,

29,325,000 in 1983 and 28,900,000 in 1982.7
Certain accounts appear on the balance sheet as one line
entries but a supporting schedule is required to provide
detail on the way the figure was derived. For instance
the 1982 annual report of the Campbell Soup Company lists
inventories of $470,385. The notes to the financial

statements include this supporting schedule:

.....
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Inventories
Raw materials, containers and supplies $277,951
Finished products 279,665
557,616
Less-Adjustment of inventories to
LIFO basis 87,231
$470,3858

When two accounts on the balance sheet have a direct
relationship that needs to be highlighted a cross reference
is used. For example:
Current Assets
Cash restricted to redemption of
current maturing bonds-see
current liabilities $1,200,000
Current Liabilities
Bonds maturing in the current
period-see current assets $1,200,000°
Finally, valuation accounts are used to adjust the carrying
amount of certain liability and asset accounts presented in
the financial statements. For instance a bond premium
(discount) increases (decreases) the face value of a bond
payable. A valuation account would be similar to the
following:
Equipment $18,000,000
Less accumulated
depreciation (1,625,000) $16,375,00010
Some of the more common notes to the financial
statements are examined in Chapter V. Several notes from

actual financial statements are used to illustrate the

method of disclosure and presentation.
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: The content and significance of audit opinions ;f’
5 are reviewed in Chapter VI. Actual audit opinions are Eij
ﬁ provided to exemplify the differences between the types gi;
W~ g
B of opinions that are rendered. ;:[
. This report is not all inclusive. Though this j&if
< S
g report includes many of the less common accounting events -
b or activities, it is not inclusive of all of those events
- not covered in any one accounting textbook. Also the
}3 reader is assumed to have a basic understanding of accounting

= concepts and principles. Therefore lengthy explanations of
these events are not included. This professional report is
expected to be useful as a supplement to the typical textual
materials available for introducing students to financial

accounting principles.
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CHAPTER II

GENERAL DISCLOSURES

This chapter contains a discussion of several

different general disclosure requirements. Included are:

adjustments of financial statements for prior periods,

consolidations, contingencies, discontinued operations,

extraordinary items, and unusual or infrequent items. gﬁs

- ~3n
2 Adjustments Of Financial Statements ;ﬁf
2 For Prior Periods DA
) a2
The requirements for the adjustment of financial !ﬁ%

statements of prior periods are promulgated in APB Opinions 9 i%%

O

and 20 and FASB Statements 16 and 73. Prior year financial AN

statements are said to be restated, but no prior year annual

reports are reissued. Rather, information from the prior

Sy Pl B Fagast

y year financial statements is included in the current year Eﬁ;
annual report in order to enhance comparison. 'ii

'
«fetatete
' "v‘ .1' Y ',

Adjustment of previously issued financial

(]
AR BN ]

- statements for inclusion in the current year annual report is

Y
.

error in a previous year's financial statements.ll

i required in three general cases. The first of the three l%ﬁ
) general cases involves prior period adjustments. Prior e
5j period adjustments usually pertain to the correction of an %ﬁl

The second case 1is adjustments to prior interim period

c.r‘.' [} : [} " ("’
L{‘ ." ."."

h
[N

financial statements for changes related to prior interinm

Rasa 2 LS
)

v
s

periods of the current fiscal year. The third case is in the
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7
event of a change in accounting principle. Not all changes
in accounting principles require restatement of prior period
financial statements. The instances that do include changes
in reporting entity and a few special cases of a change from
one generally accepted accounting principle to another. 1In
all of these cases, except changes in prior interim periods
of the current year, the change is not included in the
determination of income for the current vyear. Instead,
adjustments are made directly to the beginning balance of
retained earnings for the current year. For each year that
adjustments are made the effect on income before
extraordinary items, net income, and the related per share
amounts must be disclosed. Disclosure is only required in
the financial statements of the period in which the
restatement is made and not in any subsequent financial

statements.

Prior Period Adjustments

Errors can occur from mathematical mistakes,
improper application of accounting principles or an oversight
or misuse of facts present when the financial statements were
prepared.l2 since a change in an accounting estimate results
from new information not available at the time that the
financial statement were prepared, it is not considered to be
a correction of an error. Changes in accounting principles
are not generally considered to be corrections of errors.

However, the correction of errors does include changing from
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i 8
an accounting principle that is not generally accepted to one
that is generally accepted.l3

The nature of the error must be disclosed in

Pl

- g

the financial statements of the period in which it was

found and corrected.l4 Dpisclosure is accomplished through a

1 -
ettt

note to the financial statements. For example, the 1982

%

Annual Report for PEPSICO included a restatement of prior

year financial statements to correct an error. The

i
A SR A

disclosure of this restatement was made in the notes to
financial statements shown in exhibit 2-1. In addition
to the nature of the error the note includes the disclo-

sure of the effect of the correction on income before
extraordinary items, net income and the related per share
amounts. These disclosures are shown via a table within
the note.

In the case of single period financial state-

ments, the corrected income statement is accomplished by an P

.
.« v
.

adjustment to the beginning balance of retained earnings.l13

5 l_..f ».' ey

By contrast, in comparative financial statements such as
PEPSICO's, all pertinent balances in the affected prior years Ry

must be adjusted to reflect the correction of the error.lé

.
n

SO This is illustrated by comparing the 1980 and 1981 balances

{

in the respective income statements for PEPSICO in the 1981

B
N
oo l'_ ‘o

e

7
g 080
.’A

annual report in exhibit 2-2 with the same years in the 1982
annual report in exhibit 2-3. Net sales, cost of goods Eﬁ

.. sold, marketing and administrative expenses, interest

-
Lot
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Exh. 2-1.

to tho financial statements.
1982, p. 4b.)

]
"

Note 2/Restatement and Unususl Charge

In December 1982 PepsiCo completed a review of financial iregu-
larities in company-owned foreign boliing operations, prmarily in
Mexico and the Philippines. As a resul of this review sieps have
been taken 10 comect these iregularites, prevent their recurrence
and lermninale the individuals responsible.

The investigation, conducied by a task forcs that included special
legal counsel and ndependent accountants, revealed thal man-
agers of these subsidiaries working in collusion faisified documents
and evaded internal conirais 1o overstale profits and thereby im-
prove the apparent perdormance of thewr operations.

Change in Net income and Net income per Share:

Disclosure of a restatement cf prior
vear financial statements and unusual item in the notes

(Pepsico, Inc., Annual Report

These ireguiarities caused an overstalement ol assets, an under-
stalement of kabiiibes and an oversiaiement of net mcome lor the
period of January 1, 1978 through Sepiernber 4, 1962, aggregating
$92.1 mullion or 6.6 percent of net income. These adjusimenits were
without tax benefiL As a resull of the imeguiarities, the financial
stalernerts for the years 1978 ttvough 1981 have been restated. A
reconciliation of previously reported net income and net ncome per
share 10 restaled amounts is shown in the lable below. The mpact
of the restalement on revenues was nol signicant nlenm nancial
dala for previously reported quarters has aiso been restated (see
quarerly disciosure on page 38).

1981 1980 1979 1978
0 housands except lor per shive amounts)
Income belore exiracrdinary cherge as.

Prevously reponed . . £333.456 $291.752 $264 855 $225.769
Oecrease n inCOMe resuling om restaiement _ 872 __noe 446 ]
Income belore XY OINry Chnge as restaled 297,484 260705 250389 223214
Exvacronary charge (see Noke 11) . e = -
Nei ncome $297.484 $242.943 $250.389 $223214

= E 4 E_—— < E
NCOMe Der share beiore exreordnery charge as

prevously reporied 61 20 3288 R4
Decresss i ncome per Shere resuing

rom regiaterment » 34 15 03
Restaled ncome per shere

belore extracrdnery Qe R 208 270 240
Exrsordnery charge - 19 - -
Nt noome per share $3.22 $267 $270 3240

o 3 - ——

As a resull of the restatement previously reporied retained earmings
at the beginning of 1980 has been reduced by $17,021,000 from
$1.134,060,000 o0 $1,117,039,000.

in addion 1o nvestigaling financial fregularibes, the company alsc
conducted a review of linancial practlices at company-owned for-
eign bottng operahons. As a resutt of this review, the net assets of

Tt .__\ . _-. o -. N

centain operations have been reduced by an amount totaling $79 4
mihion. Thes reduction primarily involves a reassessment of the
bottle and case inventories requred for current operations, and
has been accounted for as an unusual charge o earnings, without
lax beneft, dunng the fourth quarter of 1982 The charge reduced
nel income per share by $.83.
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Exh. 2-2. Income statement in prior year annual
report for comparison with restatement in current year annual
repogt - see Exh. 2-3. (Pepsico, Inc., Annual Report 1981,
p. 45.)

Consolidated Statement of Income
and Retalned Earnings

0 INOUSANTS ERCICE DY ShENe SMoUNS)

FepeCa Inc. end Subschenes
Wars ended Decomber 26, 1981. Mg smber 27, 1980 and Decermber 29, 1979

A DT

1981 1980 1979
Revenues
Net sales . . $8,249.979 $5271,598 $4.488032
Other operatng revenues . o 777,484 703,622 602.535
7,027,443 5975220 5,090.567
Costs and Expenses
Cost of sales .. . . 2,838,492 2461087 2113592
Cost of other operating revenues . 603,548 545419 474129
o Marketing, administrative and other expenses ...... . o 2,942,086 2393683 2022115
b Interest expense A R 143,684 114,149 73121
t}. Interestincome . . e o (44,830) (31.951) (25.520)
s 6,482,960 5482387 4657437
544,483 492833 433130
Provision for Unded States and foreign income taxes (inciuding delerred:
1981-$22.400; 1980—$22,800; 1979-$25800) . ... . . 211,027 201,081 168275
income Before Extrsordinery Charge. . . . . . .. - . 333,456 291,752 264855
Extraordinary Charge
Wrte-oft of molor camer operatingrights ... ... ... ... . . - 17,762 -
Netincome. . ... . . .. . _........... S 333,458 273990 264855
Retained earnings at beginning ofyear . . ... .. ... . 1,293,184 1,134,060 971,654
Cash dmdends (per share: 1981—$1.42; 1980—$1.26; 1979—31 105) (129,944) (114,886) (102.449)
Retained eamings atendofyear . .. .. ... .. 81‘4“.876 $1,293,164 $1,134.060
Net iIncome Per Share
income belore extacrdinarycharge. . ... .. ... ... ... ] 3.61 s 320 $ 285
Extraordinary charge . . R, . - 19 -
Netincome . ... T, . [] 3.61 $ 3 S 285
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Exh. 2-3. Presentation of a restatement of prior
Year income statements and an unusual item. (Pepsico, Inc.,
Annual Report 1982, p. 39.) '

Consolidated Statement of Income

and Retained Earnings
1 housands except DY Share amounis)
RepeCo, Inc snd Subsderies
Yoars ended December 25, 1982, December 26, 1981 and December 27, 1960
- -]
1982 1981° 1960°
Revenues
Net sales . . R, . $6,747,989 $6,249,843 $5271.659
Omevoperamqrevuuns R e o 751,009 777464 703.622
7,498,998 7027307 5975,281
Costs and Expenses
Cost of sales R . B 2,938,827 2,849,004 2475597
Costolother operatingrevenues . .. .. .. .......... ........... 583,226 603,548 545419
Marketing, wm\amww\erexpemes e 3,333,359 2961657 2410005
lerestexpense. . ... ... ... e 168,194 149667 114673
MMeresStincome. . ... .. ... .. H (53,089) (44830 __ 31851
6,968,517 6,519,046 5513743
income Before income Taxes, Unusual and Extraordinary Charges $30,481 508261 461,538
ﬁmuummmumnmm(mmddened
19682~ $74.200; 1981-$22,300; 1960--$22800) . . ... .. .. .. . 226,793 210777 200833
income Before Unusuel and ExtreordinaryCharges . .. ... ... 303,688 297,484 260,705
Unususl Charge
Reduction in net assets di foreign bottiing operatons (without tax benefit) . . . 79,400 - -
income Before ExtrsordinaryCherge .. ... .................... 224,288 297484 260,705
Extraordinsry Charge
Wrate-off Of motor carrier operating rights . .. ... ... .. ... e - - 17,762
Netincome ... ... ... ... ... ... ... ... ...... e 224,288 297,484 2423843
Retaned earnings at begnningofyear . ... ... .. ... ... ... 1,412,636 1245096 1,117,039
Cash dvdends (per share: 1982—-$1.58; 1%1—51 42 1%—8126) ....... 147,127) (129.944) (114,886)
Retained eamings al end of year . . i $1,489,79 $1412636 $1245.09%
Net income Per Shere
Income before extraordinarycharge . ... . ... ... ... ... $ 240 $ V-7 s 286
Exvaordinarycherge .. ... ... .. ... ... ... - - 19
NOUINCOME . .. . . e § 2.40 3 322 $ 267
*As restated
See accompenying noles
RSP S
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expense, provision for income taxes, income before E
P
mj extraordinary items, net income and related per share amounts
DI ;
”';’ ' in the 1982 annual report have been corrected. There is no ‘:-"
Ll
need to adjust the beginning balance of retained earnings in
1982 since it is already correct due to the restatement of E\
the prior years. é
~\~I\."
Whether single period or comparative financial E«-
statements are used the net effect is the same; the f;:ff-"'
correction of the error results in an adjusted beginning \',."
L ALV
balance of retained earnings for the current year. Ak
Therefore, net income is determined only by the events of
the current year and not affected by the discovery and
correction of an error in prior periods. Note that the h
1980 and 1981 columns in the 1982 PEPSICO statements are
._:.:'
annotated by an asterisk which corresponds to a footnote e
B
at the bottom of the financial statements. This is to I

further highlight the fact that those years have been
restated. In the case of PEPSICO a comparative balance

sheet and a consolidated statement of changes in financial

position are also provided. This means that applicable

prior period account balances in these statements must

-.-! also be corrected. No adjustment is necessary to current
a

» year account balances. If historical summaries are presented
e any prior period in which an adjustment is required should

have the applicable accounts adjusted with disclosure in the
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first published financial statements in which the adjustments

are made.l7

Adjustments for Prior Interim
Periods of the Current Year

Adjustment of prior interim period financial
statements of the current year are required due to an
"adjustment or settlement of litigation or similar claims, of
income taxes, of renegotiated proceedings, or of utility
revenue under rate-making processes."l8 Before adjustments
are permitted three criteria must be met.

1. The effect of the adjustment must be material.

2. It must be related, all or in part, to a
prior interim period of the current year.

3. It could not have been accounted for in a
reasonable manner at the time the statement
was first prepared.l®

Prior interim periods of the current year are restated as
necessary to reflect changes in items of profit or loss
related to that period.20 If the required adjustment is
related to events in prior years it is used to determine
the net income of the first interim period of the current
year.21l Disclosure will include the effect on income

from continuing operations, net income, and the related

per share amounts.22

..........................
-------
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Certain accounting changes such as a change in
reporting entity require a footnote disclosure of the
nature of and reason for the change. The effect on income
before extraordinary items, net income, and related per share
amounts must also be provided. This is done for all periods
presented in the financial statements.23 Other special
changes in accounting principles include:

1. Change to or from the Yfull cost" method
(extractive industries).

2. Change from LIFO to any other inventory
pricing method.

3. Change in the method used to account for
long-term construction contracts.

4. Retirement-replacement-betterment accounting
to depreciation accounting.?24

The disclosures required are the nature and justification
for the change. The Jjustification is necessary to explain
why one generally accepted accounting principle is preferable
to another generally accepted accounting principle. Also the
effect of the change on income before extraordinary items,
net income, and related per share amounts must be disclosed
either on the face of the financial statements or in the
notes. 23

For accounting changes in which restatement is
not allowed the enterprise may find it to be more benefi-

cial to submit pro forma net earnings as if the income
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statement had been restated. A pro forma statement is
defined by Kohler as:

1. A financial statement containing at least in
part hypothetical amounts, or no amounts,
prepared to exhibit the form in which data of
a particular kind are to be presented.

2. A financial statement modified to show the
effect of proposed transactions which have
not yet been consummated; an "“as-if"
statement.26

Exhibit 2-4 contains an excerpt from the consolidated
statement of earnings of the Campbell Soup Company which
illustrates this type of disclosure. For a review of the
requirements for restating prior period financial state-

ments see exhibit 2-5,

CONSOLIDATION
The requirements for the disclosure and presen-

tation of consolidated financial statements are covered in
Accounting Research Bulletin 43, chapter 12 and Bulletin
51, as well as in FASB Statement 13. Consolidation of
financial statements is required whenever one company has
a controlling interest in one or more other companies,
except under a few circumstances.27

Consolidated statements are generally considered more
meaningful than separate statements when one of the companies
either directly or indirectly has a controlling interest in
the other companies. This is to ensure fair presentation.28
Whether accomplished by the purchase or pooling of interest

method certain disclosures are required. First, the
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Exh. 2-4. Presentation of pro forma net earnings

) on the income statement, provided due to an accounting g
! change. (Campbell Soup Company, 1982 Arnual Report, p. 23.) o Y
- - :\~ O
:‘: ARY

L] \ \
l Y,
N} Consolidated Statements of Earnings &{ ]
| *,(."
' A
Y -.:',-.'
pe R
] -:- .,

(000 omitted)

. 1982 1981 1980

(52weeks) (52weeks) (53 weeks)

Net sales ‘ $2.944.7T9  $2.797.663  $2.560.569

Cost of products sold 2,221,341 2172806 1976754

Marketing and sales expenses 303,700 256,726 213,703

Administrative and research expenses 118,936 93,462 102,445

Interest - net 21,939 30,302 10,135

:.:.", 2,687916 2553296 2.303.037

e Earnings before taxes 276,863 244,367 257,532
bl Taxes on earnings 127,250 114,650 122,950 .

1 e
‘i".' Earnings before prior year effect of change in .

- accounting principle 140,818 129,717 134,582 o

Prior year effect of 1980 change to LIFO method of -
) inventory accounting (12927
'
- Net earnings $ 149618 § 129717 $ 121655

Per share (based on average shares outstanding):
Earnings before prior year effect of change :
in accounting principle $ 46 S 400 $ 4.08

S

Prior year effect of 1980 change to LIFO method of
inventory accounting (.39)
o Net earnings $ 464 3 400 $ 369
= Pro Forma Net Earnings
- Although in accordance with generally accepted accounting
- principles the prior year could not be restated for the 1980

change to LIFO, these amounts report earnings as though

dBAN

the restatement had been made Y
Ch Net earnings $ 149,613 $ 129717 § 134,582 b
. Net earnings per share 8 464 3 400 $ 408 L
,.:-5 The accompanying Summary of Significant Accounting Policies and Notes are an integral part of the financial statements, \. -
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consolidation policy must be disclosed either by the headings
of the financial statements, or by other information in the
financial statements.29 The principles of consolidation
state whether all subsidiaries, or just certain subsidiaries
were included in the consolidation. It also states the
method of accounting for any unconsolidated subsidiaries. An
example of this kind of disclosure from General Motors' 1983
annual report is presented in exhibit 2-6. Foreign
subsidiaries may or may not be included in the consolidation.
Regardless of whether they are included or not adequate
disclosure of foreign operations must be made.

Any intervening events that materially affect
the financial position or results of operation must also
be disclosed.39 such an intervening event is a difference
in the fiscal periods used by the parent and a subsidiary.
The principles of consolidation for Gulf + Western also
shown in exhibit 2-6 include the disclosure of a possible
intervening event. They provide a more detailed explana-
tion of the method of accounting for unconsolidated
subsidiaries.

A subsidiary whose principle business activity
is 1leasing property to its parent or other affiliated
companies must be included in the consolidation.31 If
the parent follows specialized industry practices for

marketable securities and one or more of its subsidiaries do
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_ Exh..Z—G. Disclosure of principles of
N consolidation in the notes to the financial statements.
e ] (General Motors, Annual Report 1983, p. 20 and Gulf+Western
™ Industries, Inc., 1983 Annual Report, p. 44.)
“
"
- Principles of Consolidation
- The consolidated financial statements include the accounts of the Cor-
" poration and all domestic and foreign subsidiaries which are more than
- 50% owned and engaged principally in manufacturing or wholesale mar-
- keting of General Motors products. General Motors' share of earnings
- or losses of nonconsolidated subsidiaries and of associates in which at
- feast 20% of the voting securities is owned is generally included in con-
o solidated income under the equity method of accounting.
2 Principles of Conrolidation

The consolidated financial statements include the
accounts of Gulf+Western Industries, Inc. and its signifi-
. cant majority-owned affiliates other than its finance sub-
- sidiary (Company). The accounts of certain foreign

o subsidiaries are consolidated as of and for periods differ-
- ent from those of the Company, which practice has no

: material effect on the consolidated financial statements.
The Company’s investments in its unconsolidated

n finance subsidiary and 20-50% owned investees are car-
- ried on the equity basis. The equity in earnings before

: income taxes and foreign exchange gains or losses of the
20-50% owned investees is included under the heading
“Other Income.” The income taxes and foreign exchange
adjustments of the unconsolidated finance subsidiary
and investees are included in the provision for income

taxes and selling, general and administrative expenses,
respectively. Investments in other corporate securities are <.
carried at amounts not in excess of cost.
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not, the required disclosures for each practice must be
made.32

Exhibit 2-2 and 2-3 are both examples of

I 2 L,

consolidated income statements. The amount of minority
b interest appears on the income statement as income from
continuing operations net of taxes and in the statement
of changes in financial position as a source of working
i’y capital from continuing operations. These presentations
- are shown in exhibit 2-7. If a subsidiary is sold during

the year it's revenue and expenses are not included in
; the income statement. Though identified separately, the
parent's equity in the earnings of the subsidiary prior
to its sale are included.33 If the subsidiary was a business
segment then disclosure follows the requirements for discont-

inued operations which are covered later in this chapter.

y Contingencies

‘% A contingency exists whenever there is a possibili-

; ty of a gain or loss in the future depending upon the fﬁi
occurrence of some event.34 The disclosure of contingencies
is promulgated in FASB Statements 5, 16, and 38 and FASB
Interpretations 14 and 34. Contingencies are handled "

differently depending on whether they involve a gain or loss. DR
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Exh. 2-7. Disclosure and presentation of minority
lnterest in the income statement, the statement of changes
in financial position, and the notes to the financial state-
ments. (Bell & Howell, 1984 Annual Report, pp. 9-15)

Earnings {from continuing operations before taxes - 46,667 41,636 31.268
Taxes on income:
Provision for the year 16,654 17,002 12,721 L,
Reversal of DISC delerred taxes (4.465) - — RS
12,189 17,002 12,721 .r,.
34,478 24,634 18,547 A
Minority interest 1,431 —_ — L,
Earnings from continuing operations 33,047 24,634 18,547 ! .
Eamings (loss) from discontinued operations — 9,342 (21.477) s
Extraordinary credit -— 7215 —_—
Net earnings (loss) $ 33,047 $ 41,191 $ (2.930)
v am
(Dotiars 1n thousandsj 1984 1983 1882 hl_-,;_-_
Sources of working capital: :.,-::,{-
Continuing operations ¢ h__.-.j
Earnings from operations $ 33,047 $ 24,634 $ 18.547 e
Provision for depreciation 13,198 11,269 10,161 WAt
Provision (credit) for deferred income taxes (2,310) 773 278 ‘::{,’
Minority interest 1,431 - — -
45,366 36,676 28.986 L
Proceeds from long-term debt 49,500 - 14,200 o
Net proceeds from the sale of DeVRY INC. stock — 17.521 -
increase in deferred compensation 174 3,425 1.378
Disposals and adjustments of property, plant and equipment 2,018 4,360 1.770
Other—net 6,059 3.816 (4.496)
Total sources 103,117 65.798 41,838

Principles of Consolidation. The consolidated financial statements
include all subsidiaries except the joint venture and financing
subsidiary, described in Note C, which are accounted for on the equity
basis. Minority interest represents the minority shareholders’
proportionate share of the equity of DeVRY INC., a subsidiary which
sold approximately 15% of its common stock in a public offering in
December 1983. The company's equity in the net assets of DeVRY
after the sale of its common stock exceeded the carrying amount

of its investment. The gain of $6,917 which is net of income taxes of
$3,468 was credited to capital surplus.
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Gain Contingencies
Gain contingencies are not included in the body
of the financial statements. Including them might be
misleading since revenue is not to be recognized until it
is realized. Instead, the nature of the gain contingency
is disclosed in the notes to the financial statements.
The amount of the gain contingency is only included when

it can be done without being misleading.35

Loss_ Contingencies

Loss contingencies require much greater considera-
ation. A loss contingency occurs when a liability
or the impairment of an asset may transpire. The first
consideration in the treatment of a loss contingency
is the 1likelihood of its confirmation which is defined as

follows:

1. Probable - The future event(s) are likely to
occur.

2. Reasonably possible - The chances of the
future event(s) occurring are between remote
and less than likely.

3. Remote ~ There is slight chance of the future
event(s) occurring.

A loss contingency is recognized as a charge to income
only when it meets two criteria. First, it must be known
to be probable prior to the financial statements being
issued and second, the amount of the loss must be esti-

mable in a reasonable manner. A range of estimates is

permissible if necessary.37 Even if a loss contingency

...........................
.............................
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is accrued in the financial statements the nature of the
loss and the estimate are disclosed in the notes to the
financial statements. If no accrual is made, the nature
of the loss is still disclosed in the notes with either
the amount of the estimate or a statement that it cannot
be reasonably estimated.3® A rule of thumb for accruing
loss contingencies, if there is a range of estimates, is
to select the amount within the range which is most probable.
If no one amount is more likely than another then the lowest
amount in the range is used. This is because the actual
amount can reasonably be expected to be no lower than that
amount.32 1In a case such as this, the notes to the financial
statements will contain a disclosure of the highest estimated
loss that is reasonably possible. This is to fully disclose
;i any possibility of a 1loss beyond that accrued in the
. financial statements and to avoid misrepresentation.

In the case of a loss or possible loss contin-
gency arising after the date of the financial statements but
before they are issued, disclosure in the notes to the
financial statements is required. Again, <the nature,

estimate, or range of estimates, or a statement that an

estimate cannot be reasonably made must be included. If
an estimate can be made, pro forma data on the contingency
can be added to the historical financial statements.49

An exception to the probability criteria is a

guarantee that generally falls under the remote
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classifiation. Disclosure includes the nature and the amount
of the guarantee as well as the amount of any recovery if it
can be estimated.4l Regulated enterprises such as public
utilities, common carriers, and insurance companies can
accrue 1loss contingencies without considering the two
qualifications discussed earlier. They must disclose the
accounting vwolicy, nature of the accrual, and the basis
for the estimate, as well as the amount of any related
balance sheet accounts.42

It is permissable for an enterprise to appropri-
ate a portion of retained earnings for loss contingencies.
If an enterprise does this, the appropriation must be
appropriately 1labeled and included in the stockholder's
equity section of the balance sheet.43

As discussed in the section on prior period
adjustments, if an estimate proves to be incorrect, including
the accrual of a loss contingency, no adjustment of prior
period financial statements is necessary. All that is
required in this case is that the possible contingency was
adequately disclosed at the time. If an acquired firm had
any type of contingency prior to the business combination,
the amount of the contingency is included in the purchase
allocation. The acquisition must have been accounted for by
the purchase method and the contingency must have existed

prior to the completion of the acquisition. The contingency

is either carried at fair value or an amount determined in
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accordance with the two rules stated earlier from FASB

Statement No. 5, par. 8. Subsequent adjustments are included

in net income at the time of the adjustment.44 Exhibit 2-8

-
. % .l ‘I‘

shows the footnote disclosure for a contingency that was not
accrued. If it had been accrued it would be a charge to
income on the income statement. Its exact position on
the income statement depends on whether it was considered

to be extraordinary, unusual, etc., in nature.

Discontinued Operations
The presentation and disclosure requirements
for discontinued operations are promulgated in APB Opinion
Fi No. 30 and the AICPA Interpretation of that opinion. The
5 method of handling discontinued operations depends on whether
' it is a business segment or not. The discontinuation of a
product line or a part of a line of business does not

b constitute a discontinued operation of a business segment and

therefore is not included separately in the income statement.
. If less than a business segment is disposed of, such as a
line of business, it is not identified separately on the face

of the income statement but is reported in a note. Gain

(loss) on disposal and revenue, costs and expenses of the
7 line of business are included in the note. Also earnings per
3: share data should be disclosed.4>
"Discontinued operations are the operations of

a segment of a business that has been sold, abandoned,

spun-off, or otherwise disposed of, or if still operating,
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Exh. 2-8. Disclosure of a contingency in the notes
to the financial statements. (Church's Fried Chicken, Inc.,
1984 Annual Report, p. 31.)

P4

r X

5. Contingencies

The company is defending litigation, commenced in 1981-82, in which the former operator of
' seven franchised stores, and one of its investors, are seeking to recover actual damages in ex-
-° cess of $38,000,000 and punitive damages in excess of $16,000,000 for alleged fraudulent miscon-
: duct in connection with the franchising of stores in Utah. In 1985 a former officer of the company
filed a lawsuit against the company and one of its officers, sseking to recover actual damaaes of
$10.000,000 and punitive damages of $10,000,000 for alleged defamation and breach of conuract.
The company is defending various other lawsuits and claims generally incidental to its business.
Management believes that the ultimate disposition of these matters will have no substantial ef-
fect on the company.
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is the subject of a formal plan for disposal.“46 For a
definition of business segment see Chapter III on Segment
of Business Reporting. Two dates are important in reporting
the results of discontinued operations. The first is the
measurement date--the date that a formal plan for disposal or
sale of a business segment is approved by management. The
second is the disposal date--when the disposal or sale is
made final.47
Discontinued operations are 1listed separately
from continuing operations on the income statement. They
are located after continuing operations and before
extraordinary items and/or accounting changes if there
are any.48 The disclosure of discontinued operations in
the financial statements consists of <two components:
income(loss) from operation of a discontinued segment and
gain(loss) on disposal of the segment, including a provision
for operating loss during the phase-out period. The first
component consists of gain(loss) from operation of the
discontinued segment from the beginning of the calendar year
to the measurement date. The second component includes the
gain(loss) on disposal of the segment adjusted by the results
of operations during the phase-out period. The phase-out
period 1is the period between the measurement date and
disposal date (see exhibit 2-9). In the simplest case, the
measurement date and disposal date occur in the same year.

However, disposal may not take place until the following
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Exh. 2-9. Time line 1llustration of disposal dates
during and after the end of the current year, respectively.
(Delaney et al., GAAP Interpretaticn and Application, pp.
52-53.)

Beginning  Measurement Disposal End of
of year date date year

Phase-out period

Beginning Measurement End of Disposal End of
of year date year 1 date year 2

f— A 8 Pttt C - |

|
]

Realized gain (loss) Estimated gain
on disposal (loss) on
disposal
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year.49  This requires that an estimate be made of the
gain(loss) on disposal for each year. 1In either case if the
gain(loss) can't be estimated this fact must be disclosed in
notes to the financial statements.

In addition to separate disclosure of the results
of discontinued operations in the income statement, the
related earnings per share amounts should be presented
separately from continuing operations either in the notes or
on the face of the income statement. Separate amounts are
provided for each component that is discontinued operations
and gain(loss) on disposal of a business segment.50

Other required disclosures in the notes to the
financial statements include:

1. Identity of the business segment to be
disposed of.

2. Expected date of disposal.
3. Nature of disposal.

4. Description of the remaining assets and
liabilities on the balance sheet date.

5. Income(loss) from operations and other
proceeds from the disposal of the segment
from the measurement date to the balance sheet
date.

Disclosure of item 4. can be achieved by 1listing these
items separately on the balance sheet.®l Prior year

figures can be restated to show the discontinued segment's
contribution separately from continuing operations for

comparative purposes. In the case of a disposal of a

business segment in the current year, when the measurement
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date was in the prior year, and the estimate made in that
prior year requires adjustment, then disclosure of the
year of origin, nature, and amount of the adjustment must

be made.®?  Exhibit 2~10 shows the typical disclosure in

VS S Y S ENEER S S S S YN,

the income statement and statement of changes in financial

position. The two components of discontinued operations
‘l' are located between income from continuing operations and
extraordinary items. Note that discontinued operations

are 1listed separately from continuing operations as a
o source of funds on the statement of changes in financial
. position. The note disclosure in exhibit 2-11 is more
lengthy than the typical note of this type but it serves

-‘.— to illustrate all the required disclosures.

Extraordinary Items

The disclosures for extraordinary items are

._ promulgated in APB Opinions 9, 11, 16, and 30; and FASB
Statements 4 and 44. An extraordinary item is an event
-. or transaction that is characterized by two requirements. \
S It must be both wunusual in nature and infrequent in q
occurrence. A transaction would be considered unusual if

it is wunrelated to the enterprise's ordinary activities.

! If the transaction would not be expected to reasonably

E‘ occur again in the near future then it is considered to

: be infrequent in occurrence.33

g Extraordinary items are presented separately on

the income statement from other forms of income. The
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Exh. 2-10. Presentation of discontinued operations
in the income statement and the statement ot changes in

financial position. (Adams Resources & Energy, Inc., 1983
Annual Report, pp. 1i-13.)
EARNINGS (LOSS) FROM CONTINUING OPERATIONS
BEFORE INCOME TAXES 5.624 (108) (1.97T7)
INCOME TAX BENEFIT (PROVISION) (1,576) - 1,018
EARNINGS (LOSS) FROM CONTINUING OPERATIONS 4,048 (108) (959)
LOSS FROM DISCONTINUED COAL OPERATIONS,
net of income tax benefits - (9.673) (38.152)
ESTIMATED LOSS ON DISPOSAL OF COAL ASSETS - (1.940) -
EXTRAORDINARY ITEM, utilization of net operating loss
carrvforward 1576 - -
EARNINGS (LOSS) FROM DISCONTINUED COAL
OPERATIONS 1576 (11,613) (38.152)
NET EARNINGS (LOSS) - 5,624 (11,719) (39,111)
DIVIDENDS ON REDEEMABLE PREFERRED STOCK (430) (430) (430)
EARNINGS (LOSS) TO COMMON SHAREHOLDERS $ 5194 $(12,149)  $(39.541)
EARNINGS (LOSS) PER SHARE:
Eamings (loss) from continuing operations $ S9 s (09) $ (A
Eamings (loss) from discontinued operations . .28 (1.96) (6.54)
Net earnings (loss) s .85 $ (205) 8 (678)
Years Ended December 31,
1983 1982 1961
FINANCIAL RESOURCES WERE PROVIDED BY:
Continuing operations —
Earnings (loss) from continuing operations $4048 8§ (106) § (959)
Depreciation, depletion and amortization 2,090 2,165 2,154
Deferred income tax provision . 90 - 627
Oil and gas property abandonments . ... a2 1,533 3,555
Other, net e . (100) (335) (391)
6,190 3,257 4,986
Discontinued operations —
Loss from discontinued operations - (11,613) (38,152)
Utilization of net operating loss carryforward 1,576 - -
Depreciation, depletion and amortization - 1,562 3,830
Estimated future loss on disposal of assets - 1,940 -
Deferred income tax benefit . . (90) - (2.941)
Property and equipment abandonments o - - 9,016
Provision for loss on coal assets L - 380 22 500
1,486 (7,751) (5,747)
Warking capital generated by (used in) operations 7678 (4.494) (7681)
Change in net assets of discontinued operations (18) 9,257 665
Additions to long-term debt 1,999 3,739 6,7
Property and equipment retirements 2,100 T16 322
Issuance of common stock and warrants 2,083 54 4918
Other 508 141 4
14,346 9,473 11,848
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. Exh. 2-11. Disclosure of discontinued operations
in the notes to the financial statements. (Adams Resources
& Energy, Inc., 1983 Annual Report, p. 16-17.)

LR L LT

e

(3) Coal Operations

Effective December 31, 1982, the Company’s board of directors made 3 decision to discontinue
its coal operations due to the continuing losses and the lack of favorable economic conditions which
could improve the Company's possibilities of entering into a joint venture agreement to operate the
coal companies. The Company had previously announced its intention to sell or joint venture its
entire coal operations. However, to date, the Company has only sold certain of its coal assets.

In the course of its discussions with pmspective joint venture parters and purchasers of its coal
properties, Company management concluded that the ultimate realizable value of its coal operations
was substantially less than its recorded value. Thus, effective December 31, 1981, the Company
recorded a $22,500,000 provision for possible loss on the disposition of its coal assets. The reserve for
loss was determined based on management’s best estimate of the fair market value of its coal assets at
April 23, 1982. Furthermore, effective December 31, 1981, the Company charged against coal operating
costs the balance of approximately $8,900,000 of unamortized capitalized development expenditures
incurred on the Company's Illinois coal property and of unrecovered advance royalties recorded on
certain Kentucky coal leases. The realizable value of the assets remaining at December 31, 1982, were
reevaluated, and an additional $360,000 provision for passible loss on the disposition of these assets was
recorded. :

As a result of the currently depressed state of the coal industry, it is difficult to estimate the
amount which will be realized from the Company’s remaining coal assets. However, there have been
no additional provisions for possible loss subsequent to December 31, 1982, and management is of the
opinion that the recorded value of the Company's coal assets at December 31, 1983, will be realized.
In the event that actual amounts differ from the estimates, adjustments will be made to discontinued
operations at that time.
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Exh. 2-11. Continued.

The results of opcntior;s of the coal companies for the two years ended December 31, 1962 are
reflected in the consolidated statement of operations as loss from discontinued coal operations as
follows (in thousands):

Yers Eaded Decembor 31,
- 1082 1961
Revenues . S o $10,304¢  $40233
Less -
Costs and expenses . 19,893 57,408
Provision for loss on coal assets . 380 22,500
Estimated loss on disposal of coal assets . 1,940 -
Income tax benefit (276) (1,521)
Loss from discontinued coal operations . ... 811613 ,152

m——
E———3

The estimated loss on disposal of the coal operations includes all anticipated expenses, net of any
revenues, subsequent to December 31, 1962, until such time as all assets have been sold or abandoned.
This anticipated loss primarily includes future minimum royalty payments, interest expense, costs of
reclamation and general and administrative costs.

The Company recognized $1,576,000 of extraordinary income from discontinued operations during
the year ended December 31, 1983. The extraordinary item relates to the utilization of a portion of the
coal operations’ net operating loss carryforward as an offset to the income tax provided on the eamings
from continuing operations.

The assets and liabilities of the discontinued operations have been reclassified on the balance
sheet from the historic classifications to separately identifv them as net assets of discontinued
- operations. Condensed balance sheet information for the coal companies as of December 31, 1962
and 1983 is as follows (in thousands):

B ]

>

December 31

1083 1902
Current assets $1231 § 761
Property, plant and equipment, net 5,723 9,088
Notes receivable and other assets 900 1,800

7,854 11,649
Current liabilities 1, 3,020
Other liabilities 1,954 3,780

2,987 6,800
Net assets of discontinued operations $4.867 § 4849

The Company has entered into contracts with independent contractors whereby the contractors
will mine certain remaining coal reserves of the Company. The contractors will mine thece reserves
using their own employees and equipment and will pay the Company a royalty with respect to the
tonnage of coal produced. The Company made no capital expenditures for this division during 1963.
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caption "Income before extraordinary items" is used.
Each extraordinary item is 1listed separately net of tax
effects under the general title "Extraordinary Items."
If present, discontinued operations are presented before
extraordinary items and accounting changes are presented
after. The applicable amount of tax is noted parenthetically
after each extraordinary item or in the notes to the
financial statements. The nature of each extraordinary
item must be disclosed. Earnings per share amounts must
also be disclosed.>4

Exhibit 2-12 contains an example of the
presentation of extraordinary items on the income statement
and the statement of changes in financial position. The
required per share amounts are shown at the bottom of the

income statement.

Unusual or Infrequent Items

APB Opinion 30 and AICPA Accounting Interpreta-
tion of Opinion 30 also cover unusual or infrequent items.
An item that is either unusual or infrequent but not both
must be presented as a separate item of income(loss) from
operations in the income statement.35 It is not displayed
net of taxes. The nature and financial effect of each
:f such item is disclosed either on the face of the income
statement or in the notes to the financial statements.
Items that are of a similar nature and are not material by

themselves should be aggregated and listed as one item.
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Exh. 2-12. Presentation of extraordinary items in
the income statement and the statement of changes in financial
position. (The Proctor & Gamble Company, 1983 Annual Report,
pp. 21-23.)

EARNINGS FROM OPERATIONS

BEFORE INCOME TAXES .. ... . 1,550 1,399 1,186
INCOME TAXES . . 684 622 518
NET EARNINGS FROM OPERATIONS
(before Extraordinary charge) .. . 866 777 668
Extraordinary charge—costs assoctated
with the suspension of sale of Rely
tampons (less applicable tax relief .,
of$58) . ... . .. . - — (75) ::. -
NET EARNINGS $ 86 $ 777 § 593 T
i
SOURCE OF FUNDS 1983 1982 1981 e
Net earnings from operations ........... $ 86 § 777 § 668 -
Depreciation and depletion .......... ... an 267 237 -
Deferred income taxes ................. 4 83 67 S
Total from operations . ................ 1,221 1127 972 P
B Extraordinary charge .................. - — (75) L
& increase in long-termdebt .. ... ... .. 216 90 80
b Decrease in inventories ................ 62 8 41
::' Increase in debt due within one year .. . .. 22 26 (134) L
. increase in other current liabilities ..... .. 157 164 88 o
.I 1678 1415 972 o
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Earnings per share for unusual and infrequent items are

LRy

&
not shown on the face of the income statement. An example 5ﬁ$
of a non-recurring (infrequent) item is provided in exhibit \ﬁﬁ

i

2-13. Exhibits 2-1 and 2-3 show the disclosure of an unusual

s,

?
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vl

item in the notes and the income statement.

e
'y ‘r
o~

',"‘

l' I. ’

A AS
oL

T
AN
v

",

. <™.
N P .. e e Y T ettt e AT LT mTe et e S S R -
u * - et e . - N St T T Rt T T e T T e e At e et e . O AT e
"&"‘-"‘- ..4.-\_:." -.\-{;\'\.‘A.r' PR, .’\.{k‘*.“' . '-'L'- ._\:‘- AR ‘P - -y . e - o an w %y e e e s L oy st al.ac alale .Aﬂq




37

Exh. 2-13. Presentation of a nonrecurring item in
the income statement and disclosure in the notes to the
financial statements. (Varian Associates, Inc., 1983
Annual Report, pp. 22-27.)

SRSLLANS AR rr s

Years Ended September 30,

‘:‘ (Dollars In thousands except per share amounts) 1983 1982 1981
P SALES $760,250 $691,199 $638,357
B OPERATING COSTS AND EXPENSES
N Cost of sales 498,904 460,579 438,862
> Research and development ' 50,197 41,315 38,647
Marketing 84,692 85,108 81,683
General and administrative 58,603 51,033 41,655
Total operating costs and expenses 692,396 638,035 600,847
i OPERATING EARNINGS 67.854 53,164 37,510
. Interest expense (12,012) (14,107) (20,386)
N Interest income 12,011 1,783 1,258
:'v EARNINGS FROM CONTINUING OPERATIONS BEFORE NON-RECURRING
l CREDITS (CHARGES) AND TAXES (BENEFITS) 67,853 40,840 18,382
* Non-recurring credits (chasges) 4,538 — (19.452)
- EARNINGS (LOSS) FROM CONTINUING OPERATIONS BEFORE .

- TAXES (BENEFITS) 72,391 40,840 (1,070)
K Taxes (Benefits) on earnings (loss) 27,510 14,340 (3,240)
N EARNINGS FROM CONTINUING OPERATIONS 44,881 26,500 2,170
-~ Loss from discontinued operations, net of taxes — - (5,724)
= NET EARNINGS (LOSS) $ 44.881 $ 26500  § (3,554)

BARNINGS (LOSS) PER SHARE—FULLY DILUTED
. Continuing operations $ 214 $ 147 s 14
0 Discontinued operations -— - (.36)
. NET EARNINGS (LOSS) PER SHARE—FULLY DILUTED $ 214 3 147 8 (22)
:-' See accompanying notes 0 the lidated fi [

NON-RECURRING GAIN FOR FISCAL 1983

During the first quarter of fiscal 1983, the Company sold
its 18% interest in Benson S.A., 2 French company, and
this resulted in a net gain of $2.8 million after income

- taxes of $1.7 million. This non-recurring net gain

- increased earnings per share for the year by $.13.

A
v Y %

; rlll
A

NON-RECURRING CHARGES FOR FISCAL 1981

- During the fourth quarter of fiscal 1981, the Company

. recorded non-recurring charges to continuing operations
.. of $19.5 million ($9.9 million after tax). These charges
R were principally inventory write-downs related to eco-

e nomic conditions in certain markets, employee termi-

- nations, and the costs associated with discontinuation or

restructuring of several product lines.
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CHAPTER III

EXTENDED SCOPE DISCLOSURES

In this chapter disclosures required of enterprises
that meet certain criteria such as size or scope of
operations are discussed. Reporting the effects of changing
prices and segmental reporting are covered here because many

large enterprises are required to make these disclosures.

Reporting The Effects Of Changing Prices
In Financial Reports

GAAP for reporting changing prices in financial
reports is promulgated in FASB Statements 33, 39, 40, 41,
46, 54, 69, 70, and 82, as well as FASB Technical Bulle-
tins 79-8 and 81-4. The requirements for reporting the
effects of changing prices apply to all publicly held
enterprises that pass the specified size test discussed
below. Investment companies are excluded from the reporting
requirements. Prior to the issuance of Statement of
Financial Accounting Standards No. 82, "Financial Reporting
and Changing Prices: Elimination of Certain Disclosures" an
enterprise that passed the test was required to provide
supplemental data on a historical cost/constant dollar and
current cost Dbasis. The requirements for historical
cost/constant dollar data have been eliminated. Historical
cost/constant dollar is historical cost data adjusted for the

effects of general inflation.56 The requirements for
38
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supplemental data on a current cost Lkasis are still in
effect. Current cost is a method in which assets and
expenses are reported at their current cost or 1lower
recoverable amount as of the balance sheet date or date of
expiration or sale.37

An enterprise passes the size test if it has

at the beginning of the fiscal year for which financial
statements are being prepared:

1. Inventories and property, plant, and
equipment (before deducting accumulated
depreciation, depletion, and amortization)
amounting in aggregate to more than $125

million; or

2. Total assets amounting to more than $1 billion
(after deduction accumulated depreciation).>8

Non public enterprises and publicly held

enterprises, that don't meet the size test, are encouraged to

make the disclosures required by FASB Statement 33 as
amended by Statement 82. These disclosures are supplemental
and do not alter the primary financial statements.
Disclosure by business segment is encouraged. The disclosure
may be made in the notes to the financial statements or
elsewhere in the annual report. The format for the
disclosures can take one of two forms, either as a statement
similar to the income statement or as a reconciliation. The
reconciliation format involves disclosing adjustments to
income from continuing operations as it is shown in the
primary income statement. Regardless of the format used the

amounts of, or adjustments to, cost of goods sold,
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depreciation, depletion, and amortization expense must be
disclosed.>?

Disclosure of supplementary information includes the
following:

1. Purchasing power gain or loss. (not part of
income from operations).

2. Income from continuing operations on a current
cost basis.

3. Current cost amounts for inventory and
property, plant and equipment at year end.

4. Increases or decreases in current cost
amounts for inventory and pr%Perty, plant and
equipment, net of inflation.®

If there is no material difference between income from
continuing operations determined on a historical
cost/constant dollar basis and a current cost basis then
historical cost/constant purchasing power information may
be substituted in items two and three above. Item four
need not be presented. Additionally historical cost/constant
dollar information may be substituted in item two of the five
year summary information discussed later in this section.
Part d) of item two may be eliminated.5l The notes of the
supplementary information must also include:

1. The principal types of information used to
calculate the current cost of inventory,
property, plant and equipment, cost of goods
sold, and depreciation, depletion and
amortization expense.

2. The exclusion from the computations of
supplementary information of any adjustments
to or allocations of the amount of income

tax expense in the primary financial
statements.

....................................
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In addition, if depreciation expense has been allocated
to several expense accounts in the supplementary computations
determining income from continuing operations then the notes
must include a disclosure of the total amount of depreciation

expense. 83

U S ST

There 1is also a requirement to disclose the

i following information for each of the last five years:
1. Net sales and other operating revenue.
2, Ccurrent cost information
i a) Income from continuing operations.
= b) 1Income per common share from continuing
' operations.

c) Net assets at year end.

d) Increases or decreases in current cost
amounts of inventory and property,
plant and equipment, net of inflation.

DR MU

i 3. Other information:

a) Purchasing power gain or lcss.

b) Cash dividends declared per common
share.

c) MarkeE price per common share at year
end.

- The notes to the supplemental five year summary must include

either the average level or the end of the year level of the

,‘ consumer price index, which ever was used, for each year
:ﬁ included.®%5 1If the enterprise chooses to include net assets
ﬁ_ at amounts computed from comprehensive financial statements
é: prepared on a historical cost/constant dollar or current
:S cost/constant dollar basis it must disclose this fact.
"N

Explanations of the supplemental information and its

significance must be included in the notes to the financial

Y 1%
R

statements. 66 Exhibit 3-1 shows the statement format of
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, Exh. 3-1. Disclosure of the.effects of changing
prices. (The May Department Stores Company, Arnual Report

1984, p. 27.)

Supplementary Informstion on Inflation

and Changing Prices (unsudited)

The following information was prepared in accordance with
the Statement of Financial Accounting Standards Nos. 33

and 82 to illustrate the effects of inflation on conventional
financial data which is presented in historical cost amounts.
The supplementary information is shown under the “current
cost” method. The “current cost™ method measures the effects
of changes in specific prices (current cost) on inventory and
property and their related expenses.

Statement of Earnings Adjusted for Infstion
Fiscal Year Ended Febeuary 2. 1985

Current
tmillions) As Reported Cost Basts
Net retail sales and rental revenues $4.762.4 $4.762.4
Cost of sales and other related expenses 3827.1 38271
Depreciation and amortuastion 1089 167.9
Other expenses 4317 431.7
Earnings before income taxes 394.7 335.7
Provision for income taxes 180.6 180.6
Effective income tax rate 45.8% 53.8%
Net earmings $ 214.1 $ 155.1
Gain from dechine 10 purchasing power

of net amounts owed 3 150
Incresse in general price level

of inventories and property

and equiparent during the year $ 903
Increase in current cost of inventories

and property and eguip 4.0
Excess of incresse iss general price

level over incresse in current cowt $ 563

Adjustments—Current Cost Basis

Net retail sales and rental revenues and other operating
expenses are considered to approximate average 1984 dollars
and, therefore, remain unchanged under the current cost
method from the amounts presented in the financial statements.

Depreciation expense was computed under the same methods
and estimated useful lives as used in the primary financial
statements.

The provision for income taxes is unchanged from the amount
in the financial statements since federal and state income tax
laws do not allow adjustments to cost of sales or depreciation
expense for the effects of inflation. As a result, the company
incurs income taxes at a rate of 53.8% in terms of 1964 dollars
under the current cost method, significantly in excess of the
effective rate of 45.8% shown in the financial statements.

The “Gain From Decline in Purchasing Power of Net Amounts
Owed" represents the benefit of having net outstanding’
liabilities which will be repaid in dollars of less value. This
amount is calculsted using the company’s average net monetary
liabilities for 1984, which consist primarily of accounts receiv-
able, current liabilities and long term debt. multiplied by the
change in CP1-U in 1984. Monetary assets and liabilities are
those which are, or will be, converted into a fixed number of
dollars regardless of the effects of inflation. This amount does
not represent funds available for distribution to shareholders
or income as it is presently defined in the financial statements.

The company uses the LIFO (last-in, first-out) inventory
method for substantially all inventories which results in cost
of sales that approximates current cost.

Current cost of retail and related support buildings and equip-
ment was calculated using engineering estimates of current
cost and the productive capacity of such facilities as deter
mined by analytical techniques. Each facility was analyzed to
determine the size necessary to maintain its present sales
volume (as if replaced ) using current construction techniques
and design. All significant facilities and retail operations were
included in the determination of current cost values. These
estimates have been calculated in accordance with industry
guidelines provided by the National Retail Merchants
Association.
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disclosure presented within the notes to the primary

financial statements.

Seagment of Business Reporting

The requirements for segment of business reporting
are promulgated in FASB Statements 14, 18, 21, 24 and 30 and
FASB Technical Bulletins 79-4, 79-5 and 79-8. Publicly owned
enterprises are required to disclose information about their
operations in different industries, foreign operations and
exports, and major customers in their annual financial
statements.67 In reporting by business segment the
enterprise's first concern is determining the applicable
industry segments. This can be achieved by considering three
factors.

1. The nature of the product.

2. The nature of the production process.

3. Markets and marketing method.®8

Once the industry segments are determined it
must be established whether each segment must be reported.
An industry segment must be reported if it is material.
To be considered material it must pass any one of the

three 10% tests below.

1. If its revenue is 10% or more of combined
revenue of all segments.

2. In absolute amounts, its operating profit
is 10% or more of total operating profit
of segments that incurred a profit, or its
loss is 10% or more of the total operating
loss of those segments that incurred a loss.
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3. Its identifiable assets are 19% or more of

the aggregate identifiable assets of all
segments.

The supplementary information required is a
disaggregation of that presented in the consolidated
financial statements. There is one difference, however.
Most of the intercompany transactions are included in
segmental reporting whereas they are eliminated in the
primary financial statements.’0 If one segment passes
all the tests with over 90% no other segment can meet the
10% rule and that segment is considered to be dominant. The
segment must be identified but detailed segmental reporting
is not necessary.’l

Prior period segment of business statements are
restated for presentation in current year statements when
the corresponding financial statements have been restated:
a) to reflect a change in accounting principle or entity,
or b) the geographic or industry groupings have been
changed.”’2 This is necessary to facilitate comparison.
Disclosure of the restatement includes the nature and

effect of the restatement.

Different Industries

Separate disclosure of sales to unaffiliated
customers and intercompany sales or transfers to other
industry segments are required in reporting revenue of a
reportable segment. Since intercompany transactions are

not eliminated, the basis for accounting for them must be
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disclosed and if the basis has changed then the effect on

operating profit or loss is included.”3

Operating profit or loss for each industry segment
must be identified and the nature and amount of any unusual
or infrequent items must be disclosed. If methods to
allocated operating expenses to industry segments change, the
effect on the profit or loss of the industry segment and the
nature of the change must be disclosed.’4 oOther measures of
profitability than profit (loss) may be used in the segmental
statements but each requires additional disclosures. For
example, if contribution to operating profit (loss) is used
the disclosures include a description of the difference
between the contribution to operating profit and the profit.
Other options include net income or a measure of
profitability between net income and operating profit
(loss) .75

Regardless of the method employed the aggregate
carrying amount of identifiable assets must be presented.’®
Identifiable assets include those used exclusively by the
segment or the portion of jointly held assets allocated to
the segment. Full-disclosure is made of the aggregate amount
of depreciation, depletion, and amortization expense for each
reportable segment, as well as capital expenditures.
Additional disclosure is made of the equity in the net income
of and investment in the net assets of vertically integrated

unconsolidated subsidiaries. This includes the geographic
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area in which they operate. Finally, 4if there is an E?%
accounting change the effect on operating profit of ﬁf:
LN
reportable segments is disclosed.’’ ;$§
N
The actual disclosure of the above information <
can be presented in several ways: 2
1. Within the body of the financial statements ;ia
with appropriate explanatory disclosure in e
the notes to the financial statements. id=
2, Completely within the notes to the financial i
statements.
3. A separate schedule included as part of the Bt
financial statements.’8 eat
The amounts reported in the segmental statements, f&
e
particularly revenue, should reconcile with the corresponding li;
whe
42

balances in the primary financial statements. If there are

any unreported segments they need to be added in order to

n\.b~
reconcile the two statements.?’9 gi;
R
A
Foreign Operations and Export Sales iﬁ?
Foreign operations (1) are located outside the .
enterprise's home country and (2) generate revenue from
sales to unaffiliated customers or intraenterprise sales E;é
or transfers between geographic areas.80 They are reported ;
whenever they pass either the first or third 10% test. fl
Foreign operations can be further divided by geographic area. Eﬁ
Reportable foreign operations must disclose: 731
oo
|
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- 1. Unaffiliated and intraenterprise revenue. NS
>

: 2. Operating profit or loss, or net income, or .}‘ﬂ
. some similar measure of profitability. :{@
N 3. Identifiable assets.81 ﬂ?s
" NN
Export sales are sales made by the domestic operations of E

e Ky
- an enterprise to unaffiliated customers in foreign countries. S
If significant these sales should be reported separately. .

] They can be further subdivided by geographic ares (country, g_,
region, etc.) if they are significant at that level.82 2;5;

Major Customers i

PR

An enterprise's reliance on its major customers e

must be disclosed if revenue from sales to a single customer

exceeds 10% of its total revenue. The amount must be 15
disclosed as well as the industry segment(s) making the }jé
sales.83 Exhibits 3-2 and 3-3 illustrate the disclosures for E§§«
segmental reporting by industry, geographic area, and export ii;
2 sales as well as by major customer. gfé_
g S
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Exh. 3-2. Disclosure of reporting by business

1983 Annual Report, p. 28.)
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5. Segment Information

Sales between geographic areas and those between business segments, included in
net sales below, are made at prices approximating market and are eliminated from
total net sales. Corporate earnings include interest income and expense; other
general corporate income and expense; and prior to 1982, all exchange gains and
losses from translating foreign baiance sheets into doilars. Corporate assets include
primanly cash and marketable securities

GEOGRAPHIC AREAS

The Company’s international operations are conducted in vanous countres pnmarly
through self-contained subsidiaries. Each country has a distinct social. political,
economic and business environment. No individual country accounts for 10% of
consolidated sales or assets.

Mihons ot Dollars Urited States International Corporate Total
Net Sales

1981 $8.044 $3.750 $ (378) $11416
1982 8.610 3737 (353) 11994
1983 9.074 3.685 (307) 12.452
Earmings from operations. after tax

1981 . 556 130 (18) 668
1982 . . 685 88 4 777
1983 758 108 3 866
Assets

1981 4.397 1,769 795 6.961
1982 5.054 1.700 756 7510
1983 . . 5.344 1614 1177 8.135
BUSINESS SEGMENTS

The Company's operations are characterized by interrelated raw matenals and
manufacturing facilities and centralized research and administrative staft functions.
making any separate profit determination by product category dependent upon
necessarily arbitrary assumptions as to ailocations of common costs Different assump-
tions or physical or organizational arrangements would produce different results

Laundry and  Personal Care  Food Other

Milions of Dollars Cieaning Products  Products Products Progucts Corporate  Total
Net Sales

1981 $4.530 $4.067 $2192 § BN $ (244) $11416
1982 4.736 4450 2192 962 (346) 11,994
1983 4.756 4.780 2249 1.079 (412) 12452
Earmings from operations. pretax

1981 648 460 44 61 ( 27y 1186
1982 - 660 550 133 53 3 1399
1983 725 694 17 29 (15} 1 550
Assets

1981 1.703 2434 an 1.058 795 6.961
1982 1.710 2954 1.005 1.085 756 7510
1983 1.670 2918 1219 1.151 1177 8135
Capital Expenditures

1981 156 221 46 129 13 565
1982 155 244 103 12 1" 625
1983 199 204 116 81 4 604
Depreciation

1981 63 93 33 a7 1" 237
1982 70 109 36 49 3 267
1983 76 133 41 59 2 3

b 4
L3
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(The Proctor & Gamble Company,
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- Exh. 3-3. Disclosure of major customer and export 3R

salgi. : (McDonnell Douglas Corporation, 1984 Annual Report, 33::

p. . N

N
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U.S. GOVERNMENT AND EXPORT SALES 15

Consolidated sales to U.S. Government agencies (in- E\a

ciuding sales to foreign governments through foreign v

military sales contracts with U.S. Government agen- -:,'.jf_f;

cies) amount to $6,653.7 million in 1984, $5.506.7 Rt

miltion in 1983, and $4,857.5 million in 1982. No other i

single customer accounted for 10% or more of con- A

solidated revenues in 1984, 1983 or 1982. !—-

Foreign sales by geographical area, of which a signifi- e

cant portion were through foreign military sales con- A

tracts with the U.S. Government, are shown in the Tl

table below: o

YEARS ENDED 31 DECEMBER 1984 1983 1982 %

North America $ 5398 $ 7323 $ 5087 sl

South America 9.4 18.0 §7.0 Y

Europe 651.2 4622 519.1 R

Asia/Pacific 466.2 397.3 305.0 T
Mideast/Africa 467.1 4949 686.7

$2.133.7 $2.104.7 82,0765
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CHAPTER 1V ""‘1"]
W o
o SPECIALIZED INDUSTRY DISCLOSURES ‘:}f
| o
] '
N There are approximately two dozen industries
& 7 with specialized disclosure requirements, which are special gﬁs
. Y
o additions to the general disclosure requirements. They range e
b '.:.'-\
‘; from the reporting of abnormal costs to write-ups. This o

chapter will review the specialized disclosures of four such

L
N,

s,
. PRI
h DA
¥ o
A Fets
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industries, to give the reader a sense of what specialized

v
o 7%y

L]
L4
a,

industry disclosures entail.

'.'

. Banking and Thrift

N o
é The required disclosures for banking and thrift ;&f
) institutions are promulgated in APB Opinion 23, FASB :£%
- Statements 32 and 72, and FASB Interpretation 9. In ;&?
\ reporting the acquisition of a bank or thrift institution \L:

the general disclosures for business combinations and

3

o |8

.
Al

intangible assets are followed. 1In addition, if regulatory

e,
.
.
(]
Pl

3 AIRRR

”

assistance is granted or recognized in connection with the

a_s b
O"'

BA s
.,l

v
’

- acquisition a special industry disclosure must be made of the

nature and amount of the assistance.8%

’,

Regulatory authorities require stock and mutual

YA
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‘. savings and loan associations to appropriate and retain a

g portion of earnings under general reserves in order to .ES
., ~ »
2 ¢
: protect depositors. The U.S. Internal Revenue Code allows bé%
. e

savings and loan associations to deduct the annual addition
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51
to reserve for bad debts in determining taxable income. The
general reserve, as defined by the regulatory authorities, is
not directly related to the reserve for bad debts, as defined
by the U.S. Internal Revenue Code. However, the purpose and
restrictions are similar, so the amount accrued is reported
as tax expense of the current year, not as an extraordinary
item.8% fThe required disclosures are the purpose for which
these reserves are provided under applicable rules and
regulations. Income taxes may be payable if the reserves are
used for something else. This fact and the accumulated
amount of reserves for which income taxes have not been

accrued must be disclosed.86

Contractor Accounting

Construction-type Contracts

Accounting for construction-type contracts is
promulgated in Accounting Research Bulletin 45 and FASB
Statement 56. Either the percentage of completion or the
completed contract method may be used depending on the
circumstances. The method used must be disclosed in the
financial statements.87 Commitments to complete contracts
in progress are ordinarily considered part of the
contractor's business and therefore not disclosed. However

in special cases extraordinary commitments may require

disclosure.88
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Government Contracts

Accounting for government contracts is promulgated
in Accounting Research Bulletin 43, chapter 11 and FASB
Statement 56. Government contracts are accounted for by the
cost-plus-fixed-fee (CPFF) method. There are several unique
disclosures and presentations required by this type of
contract. If there are any unbilled costs at the balance
sheet date then these must be distinguished from the billed
amounts on the balance sheet. The amount offset on the
balance sheet by advances received on contracts must be
disclosed.82 Termination of a war or defense supply contract
involves a set of specialized disclosures which will not be
presented here. Exhibits 4-1 and 4-2 show some of the

required disclosures for government contracts.

evelopment e Ente ses

The accounting requirements for development
stage enterprises are promulgated in FASB Statement 7 and
in the FASB Interpretation of that statement. Kohler
defines a development stage enterprise as "an enterprise
devoting substantially all of its efforts to establishing
a new business without generating significant revenues
from the planned principal operations."90 As such, either
the planned principal operations have not commenced, or they
have but there has been no significant revenue from them.91

A development stage enterprise issues all the

financial statements required of an established operating
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Exh. 4-i. Presentation of contracts in the balance i'."*v
sheet and the statement of changes in financial position. s
(McDonnell Douglas, 1984 Annual Report, pp. 22-25.) :‘:—f-
ot
"l',‘.o
Current Cash and time deposits s 322 $ 262 K._
Assets Short-term investments 2.1 381.0 N
Accounts and notes receivable .
Government 478.3 354.5
Commercial 470.3 2335
Recoverable income taxes 17.1
948.6 605.1
Contracts in process and inventories
Covernment contracts in process 5.732.8 3.335.3
Commercial products in process 1.004.2 791.6
Materials and spare parts 1.222.2 1.143.1
Progress payments to subcontractors 1.169.0 949.1
Less applicable progress payments : (6.544.6) (4.314.5)
2.583.6 1.804.6
Prepaid expenses 36.0 234
Total Current Assets . 3.599.5 2.940.3
Current Notes payable to banks $ 6013 $
Usbilities Accounts and drafts payable 833.1 568.5
Accrued expenses 137.5 122.6
Employee compensation 228.0 190.3
Income taxes, principally deferred 856.9 732.4
Estimated modification, completion,
and other contract adjustments 1,088.9 1,032.0
Current maturities of iong-term debt 81.1 18.1
Total Current Liabilities 3.807.0 2.663.9
R
Acquisition cost of acquired companies -
(excluding cash of $5.3 and short-term
borrowings of $45.5) 917.3 o
Accounts and notes receivadle 178.9 188.5 s )
contracts in process and inventories, -
net of progress payments 468.4 (531.4) (52.4)
Other investments 25.1 (4.4) .-
Facilities acquired 4767 3516 2619 v
Rental equipment and parts ) S4.4 361.7 57.1 —
Cash dividends declared 64.5 55.7 47.6
Treasury shares purchased 4.1 2.6 12.1
Misceilaneous 38.0 26.1 15.9

2.224.4 450.4 3737
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Exh. 4-2. Disclosure of government contracts in
the notes to the financial statements. (McDonnell Douglas,
1984 Annual Report, pp. 26-28.)

Government Contracts. Covernment contracts are GOVERNMENT CONTRACTS
o primarily accounted for on a percentage-of-completion Contractual authority to supply additional items, or to
b method wherein sales are recorded at their estimated change the work scope of a contract, prior to reaching
. contract price as the work is performed. Under this final agreement on price is a frequent and normal oc-
. method. all costs (Including generai and administrative currence in procurements by the U.S. Government. as
1_',-‘ expenses) are charged to Costs and Expenses as in- the contracts contain standard provisions for assuring
. curred and the recorded sales vaiues (equal to incurred that the contractor will Teceive an equitadle price in
costs plus estimated earnings) are carried in the ac- the unusual event a mutyally satisfactory price cannot
count. Government contracts in process. At the time be subsequently negotiated with the Contracting Officer.
- the item is completed and accepted by the customer. Included in Accounts receivable was $138.1 million at
r—: the sales value of the item is transferred to accounts 31 December 1984 and $69.1 million at 31 December
receivable. 1983 representing the estimated sales price for items
o Certain contracts contain incentive provisions which delivered and other work performed, which was not
P::' provide increased or decreased earnings based upon billable because the negotiated price information or
b, performance in relation to established targets. Incen- documents necessary to invoice under the contract had
tives based upon cost performance are recorded cur- not been received. Approximately $8.6 million of the
rently and other incentives are recorded when the 1984 amount is expected to be collected after one
* amounts can reasonably be determined. year. In addition. a material portion of the Government
- Title to certain items. included in the captions of Contracts in process account Similarly represented
) Materials and Progress payments to subcontractors. is work performed before the pricing. negotiation and
> vested in the U.S. Government by reason of progress contract documentation cycle had been completed. but
payment provisions of related contracts. the aggregate amount thereof was not identifiable as
’ Commaercial Programs. Commercial products in process such in the accounting rcco@s. .
{including military versions of commercial aircraft) are No material amounts were included in Receivables or
o stated on the basis of production and tooling costs in- Government contracts in process representing re-
curred less cost allocated to delivered items. reduced tainage for which appropriated funds were not
.- (where applicable) to realizable market after giving ef- available or the item was otherwise in controversy,
. fect to the estimated costs of completion. other than in respect to normal price negotiations.
o Cost of sales for commercial and military MD-80 air-
- craft is determined on a specific-unit cost method. Cost
of sales of the DC-10 aircraft program. including KC-10
. aircraft, is determined on a program-average cost
. .h. -
& o
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enterprise and does so in accordance with GAAP. However,
the statements are identified as those of a development
stage enterprise and disclosure .s made of the nature of
the development stage activities.®?2 The financial statements
also require additional disclosures. The balance sheet will
include in the equity section, any cumulative net 1losses
since inception, separately identified with a descriptive
caption. The income statement contains current period
revenue and expenses, as well as accumulated amounts since
inception. The statement of changes in financial position
shows sources and uses of funds since inception in addition
to those for the current period. Finally the statement of
stockholders equity shows from inception the following:

1. For each issuance, the date and number of
shares of stocks, warrants, rights or other
equity securities issued for cash or other
consideration.

2. For each issuance, the dollar amounts assigned
to the consideration received for shares
of stock, warrants, rights or other equity
securities.

3. For each issuance involving noncash
consideration, the nature of the consideration
and the basis used in assigning the
valuation.?93

The f£first fiscal year that the business is no

longer a development stage enterprise the financial
statements must disclose that in prior years it was
considered a development stage enterprise. Comparative

financial statements, if presented, need not include the

additional disclosures discussed above.94
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v In accordance with FASB Statement 33, "Financial I.:"f.'
' o
E‘I Reporting and Changing Prices," large publicly-held RN X
‘A’-i:'"‘

i enterprises are required to report the effects of changing O
s prices. (see chapter 1III) FASB Statement 39 promulgates .:.:'.
N

the reporting of the effect of changing prices on specialized ::Z‘_'-j;

,._- '-P‘

assets including mining assets. An enterprise that owns
mineral reserves other than oil and gas must make additional

disclosures for the five most recent fiscal years. These

-

- ] . ‘.’_‘.:
! include: 5
1. An estimate of significant quantities proved, i

or proved and probable, as of the most recent :.;:'_.f

date during the year. e

2. The date of the estimate, if not made at ' ‘*
. the end of the year. e
r_.‘_q:.:
> 3. Estimated quantity expressed in percentage Y
N or physical units, of each mineral product Py
) recoverable in significant commercial -
- quantities. <
4. Quantities of each significant mineral -

produced, milled, or processed during the

year. s

5. Quantities of significant proved, or proved '
and probable mineral reserves purchased or ey
sold in place during the year. :

b

6. Equivalent market price prior to manufacturing
process for mineral products transferred

within the enterprise.
7. The average market price of significant y
;::. mineral products. -
' :'_-'&-'
E Exhibit 4-3 presents the disclosures for a mining enterprise. ~.:;:'.::
3
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Exh. 4-3. Special industry disclosures for a

mining enterprise. (National Gypsum Company, 1984 Annual
Report, p. 49.)

(N

Lo
e

Y AAATFZVN. AR

L Ty W W ¥
Y AL

'y
e

Ry
Cetil s

.
2

rd

bl Pl i
Ll Ml i)
Pl

P

.
&
~

AR
*

?l'..l‘ l..‘l. A

d

L

- - P S e W

N

v ¥ ¥

TNt eTN" Pt .
W Ve VKR WL AT A e ~

Mineral Resources: The following supplemental information on mineral resources is required by
FASB Statement No. 39. The gypsum reserves exclude reserves held by the Company’s French
gypsum affiliate. Gypsum reserves of the French affiliate are more than adequate to assure its
ability to continue its operations and are not otherwise significant to the Company.

Proven and probable reserves:

December 31
1984 1983
(Millions of whns)
Gypaum 972 977
Limestone 752 790
Cement clay 530 331
Mined:
Year Ended December 31
1984 1983
{(Millions of tons}
Cvpsum 6.2 5.5
Limestone 34 3.5
Cement clay 0.9 0.7

Mineral resources are mined primarily for use in manufacturing processes. As a minur part of
operations, however, the Company sells hoth gypsum and limestone rock to unrelated third parties
at prices determined by market conditions, location and amount of processing prior to sale. In
1984, the Company sold 1.2 million tons of gvpsum rock at prices ranging from 86.00 to $11.00 per
ton. During 1984, slightly more than 100,000 tons of limestone were sold to third parties as crushed
limestone at approximately $25.00 per ton. Because the volume of sales of rock 1o third parties
would not be expected to change appreciably in the event of a significant change in sales prices.
any attempt to correlate the market prices to mineral reserves produces information which is

probably irrelevant and could be misleading as to the value of these mineral resources.
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CHAPTER V é

NOTES TO THE FINANCIAL STATEMENTS "i?

The notes to the financial statements contain a .s’

great deal of supplemental and explanatory information. E:‘_
Other than those disclosures required of all enterprises :-
the actual notes to the financial statements are determined
by the events or transactions of the particular enterprise. F‘
The notes that are discussed below are fairly typical of most
enterprises. :;lil:'.
R

Accounting Policies

APB Opinion No. 22, "Disclosure of Accounting
Policies," outlines the disclosure and presentation
. requirements for accounting policies in the notes to the
N financial statements. The note should identify and describe \
the accounting principles followed by the enterprise and the
methods of applying those principles that materially affect .‘:-
the determination of financial position, changes in financial :"
position, or results of operations. Accounting policies in E’.
general include the accounting principles and methods that
involve:
1. Selection from existing acceptable i ‘
alternatives. i\'f§

2. Principles and methods peculiar to the \E

industry in which the entity operates.

Unique applications of GAAP. M

----------
.......
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This note should either be the first or be in a separate

section called "Summary of Significant Accounting
Policies."96 A description of any change in accounting
policies is provided with a cross-reference to a separate
note disclosing the information required by APB_ Opinion
No. 20, "Accounting Changes."97 An example of this note

is provided in exhibit 5-1.

Accounting Changes

In the case of an accounting change the notes
should disclose the nature of the change and sound
justification for the change which states why the new
principle is preferable to the old. Additionally the
effect of the change on income before extraordinary items,
net income, and the related per share amounts should be
provided.98 If not included in the note on accounting
policies then it should be cross referenced to it. Exhibit
5-2 presents the disclosure of an accounting change in the

notes.

Property, Plant and Equipment
The disclosures required for property, plant,
and equipment may be presented in either the financial
statements or the notes to the financial statements. One
or the other should contain:

1. depreciation expense for the period,
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_5-1.' Disclosure of accounting policies in the [ 4
notes to the financial statements. (Abbot Laboratories, iy
.‘_'1
.'_:q
&
130
. e L]
Notes to Consvlidated Financial Statements b
]
Note 1 Summary of Significant Accounting Policies .~‘:'
(Wollars 1n thousands) KRS
Basis of Consolidation — The consolidaied financial statesients ':-.':
include the accounts of the parent company and all subsidiaries 'L'_-
All intcrcompany transactions have been climinated in the consali- "'_;-

dated financial statements. The accounts of foreign subsidiaries
are consolidated as of November 30, and translated in accordance

C

with Statement No. 8 of the Financial Accounting Standa:ds Board. _“-
. N -

Inventories — Inventories are valucd at the lower of cost (first-in. R
first-out basis) or market. Cost includes material and applicable .."-:.
N

conversion costs. L

3

Depreciation of Property and Equipment — Depreciation of physical
properties is provided by annual charges to income calculated to
amortize the cost of properties over their estimated usclul lives.
Depreciation has been computed on the straight-line method for
financial reporting purposes, and pnmarily on accelerated methods
for income tax purpuses. which results in deferred income taxes. .
Depreciation and amortization in 1982 includes amounts related to

certain asscts with short lives ($27.636 book value) reclassified from . -
Other Assets 10 Property and Equipment. Prior year amounts have ‘
not been restated.

<

Income Taxes — Provisions are made for the estimated amount of
incame taxes on reported earnings which ase payabdic currently and
in the future. Investment tax credits are amortized over the lives of
the related assets. U.S. income taxes are provided, as applicable. on
those eamings of subsidianes which are intcnded to be remitted to
the parcent company. Undistributed earnings reinvested indefinitely
in subsidianies (other than subsidianes operating in Puento Rico
under tax incentive granis), as working capital and plant and
equipment, aggregated $243,200 at December 31, 1982,

Start-up Costs — Expenditures for start-up costs associated with new
plants, processes, and production facilities are charged to income as
incurred.

Pension Costs — Retirement plans cover the majonity of employees.
Pension custs are provided and funded based on actuarial determiena-
tions which include normal costs and amortization of prior service
costs aver periods not exceeding 40 years.

Product Liability — Provisions are made on a current basis for

the portions of probable losses which are not covered by product
lsabifity insurance.

Eermngs per Commaon Share — Eamings per common share

are computed by dividing net camings by the weighted average
nuinber of common shares outstanding

.~ av.%avw .
aaratads Vo w
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Exh..5-2. Disclosure of accounting changes in the
notes to the financial statements. (Air Products and
Chemicals, Inc., 1983 Annual Report, p. 30.)

L] ol V.-.
-.'-'- s

Kl

R 'R, LZZAL

Accounting Changes

In fiscal 1982, the company changed from the deferral
method to the predominant U.S. industry practice of ac-
counting for investment tax credits by the flow-through
method. At the same time, the company adopted State-
ment of Financial Accounting Standards No. 52, *'Foreign
Currency Translation'’. For more information, see the
"Foreign Currency Translation" and "'Investment Tax
Credits'’ sections of this footnote.
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2. balances of major classes of depreciable
assets, by nature or function, at the balance
sheet date,

3. accumulated depreciation, either by major
class of depreciable assets or in total, at
the balance sheet date, and

4. a general description of the method(s) used

in computing depreciation with respect to
major classes of depreciable assets.?

Retained Earnings

Restrictions on appropriated and unappropriated
accounts may be explained in the footnotes to the financial
statements rather than recorded on the balance sheet. Any
other conditions affecting retained earnings which cannot
adequately be disclosed in the financial statements should be
presented in the notes. Information on retained earnings is
included in a note on the components of stockholders' equity.
An example of this type of disclosure is provided in exhibit

5—3 .

Subsequent Events

Subsequent events occur between the balance
sheet date and the date that the financial statements are
issued. As per Statement of Auditing Standards No. 1,
"Subsequent Events," there are two types of subsequent
events. The first 1is when additional information is
available about an event that existed on or before the
balance sheet date and that information affects estimates

made in preparing the balance sheet. This type of subsequent
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Exh. 5-3. Disclosure of stockholder's equity and
retained earnings in the notes to the financial statements.
{Mattel, Inc., Annual Report to Shareholders for the year
ended January 28, 1984, pp. 49-50.)

Noce s

Sharebolders’ Equity ]
A

Owistanding Shares — Total number of shares outstanding at the Common Stock Warmants — At January 28, 1984 warrants to ',p:: ‘ y
end of each fiscal year is as follows: purchase 2,904,000 shares of the Company's common stock at S
f— e lobs 1983 $4.00 per share are exercisable and expire on April s, 1986. .f: o’

$25 Senies A Convertible IS |
Preferved Stock 1.371.048 2.371.998 Stock Options— A total of $03,850 shares were reserved as of E’ ,
Common Stock 18.340.144 18322368 January 28, 1984 for issuance to officers and other key -4

Series A Convertible Preferred Stock — Each preferred share is
convertible into 2.12 shares of the Company’s common stock.
Beginning June 1982, the preferred stock became redeemable
at the Company's option in lative annual ir s of

employees under a non-qualified stock option plan adopted in
fiscal 1979. Of the shares reserved for issuance under the 1979
non-qualified plan, 98,050 shares were available for future
grant at January 28, 1984. Future options under this plan shall

605,000 shares at an initial price of $27.50 per shue
10 $25.00 per share in June 1986. Outstanding preferred shares
have a preference on voluntary liquidation of the Company of

526.875 per share (364 million in aggregate).

be granted at not less than the fair market value of the stock on
the date of grant. The options granted under the non-qualified
stock option plans expire ten years from date of grant. All
options are conti upoa continued employment and are
exercisable in installments as determined by the Board of
Directors or its Stock Option Committee. The following is a
summary of the stock option information for the 1979 non-
qualified plan for fiscal 1084:

Opuoes Quusnding
1979 Non-qualified plan Shares Prce
Ounitanding at January 29, 108) 433,300 $7.00 t0 820.73
Granted 47.500 83.50
Esmrcised {13.500) $7.63 t0 $10.50
Cancelled {84,300} $7.)0t0 $17.00
Outscanding at Jasuary 20, 1984 003,8000'"  $5.50 0 330.75

o oty gt o il
cxrisable a1 of Jomuary 28. 1084.

One million shares of common stock wete reserved for issu-
ance to officers and other key employees under 2 non-qualified
incentive stock option and restricted stock award plan adopted
by the shareholders in June 1982. As of January 18, 1984, no
stock options or ds were g d under this plan. This
plan also provides that options s will be granted at not less than
the fair market value of the stock on the date of issue, while
awards may be granted at a price not less than the common
stock par value. Up to 200,000 shares in the aggregate of the
total one million shares provided under this plan are available
for grant as stock awards.

Retained Earnings (Deficit) — The Company omitted payment
of the fiscal 1985 first quarter dividend of approximately
$1,500,000 ($0.625 per share) on its cumulative Convertible
Preferred Stock which would have been payable March 1,
1984. Delaware law ( the Company's state of incorporation)
prohibits payment of dividends by a corporation which has
neg:':ve net worth and no current earnings. If the Company
were to become delinquent in the payment of six quarterly
preferred dividends, the preferred stockholders would be
entitled to elect two directors to the Company's board of
lirectors until payment of all unpaid cumulative dividends had
een made.
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event requires an adjustment to the financial statements.
The second type occurs due to a transaction arising after the
date of the balance sheet. This type may require disclosure
if the financial statements are not to be misleading. For an
example of this type of subsequent event see item 9 under
Long-term Debt below. If disclosure is required it may be
accomplished in the notes or via a supporting schedule or
through the use of pro forma statements.l00 The disclosure

in the notes is illustrated in exhibit 5-4.

Receivables

The notes to the financial statements may include a
supporting schedule or other format for providing further
information on notes and accounts receivable. Additional
information provided in the notes includes the method for
determining receivables such as billing and allowances.
Additionally, amounts due from related parties must be
separately identified in the balance sheet or in the

notes.101

Long=Term Debt
Notes and Bonds Payable
The required disclosures for long-term debt are
numerous and depend on the type of debt and transactions
in which they are involved. The following disclosures are

required in the notes to the financial statements for

each issue of bonds or notes payable:
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Exh. 5-4. Disclosure of subsequent events in the

notes to the financial statements. (The May Department
Stores, 1984 Annual Report, p. 27.) Y ooer

Event Subsequent To Year End

In March 1985, the company purchased Metropolitan Life
Insurance Company’s 50% interest in its Parklabrea real

estate partnership for $10 million in cash and $100 million

by issuing five million shares of Series X voting preference
stock, stated value $20 per share, redeemable from 1988
through 1992 in five $20 million annual payments. The annual
dividend rate ranges between $3.5-$5.0 million through October
1, 1987, and is negotiable thereafter. Under certain specified
conditions relating to future operations, payment of additional
dividends may be required as well as additional purchase price
amounts of up to $30 million. Additionally, the holder of the
preferred shares may, at its option, call for redemption of the
shares after 30 months. Additional purchase price amounts, if
and when paid, will be considered a cost of the properties to
which they relate. The direct impact of this transaction is not
significant to the results of operations or financial position of
the company.
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1. The nature of the liabilities.
2, Their maturity dates.
3. Interest rates, both the effective and stated.
4. Call provisions.
5. Conversion privileges.
6. Restrictive covenants (i.e., sinking fund

requirement, restrictions on retained
earnings, etc.).

7. Assets pledged as collateral. The assets
are shown in the asset section of the balance
sheet.

8. Amounts due to related parties including
officers, directors, and employees and the
terms of the settlement.

9. Disclosure of notes or bonds issued subsequent
to the balance sheet date.

10. Amounts of unused letters of credit.102

The required disclosures in the notes are illustrated in

exhibit 5-5.

Extinquishment of Debt

Additional disclosures are required whenever
debt is extinguished and presented on the income statement
as an extraordinary item. Not all extinguishment of debt is
classified as an extraordinary item. APB Opinion 30, par. 24
provides the criteria for determining if an extinguishment of
debt is material as to be considered an extraordinary item.
In the event that an extinguishment of debt is classified as
an extraordinary item, :he disclosures 1listed below would

apply. These disclosures may be presented on the face of the
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Exh. 5-5. Disclosure of long-term debt in the -
: notes to the financial statements. (Abbot Laboratoraies, Y
) Annual Report 1982, p. 29.) <
R n
L, X a ¢
T W
" e:.ea}
- Note S Long-Term Debt (doilan in thousands) —
I Following is a summary of Long-Term Debt, net of current g \ -
= maturities, at December 31: A
- 1982 1981 1980 A
. . S
9.20% sinking fund debentures (a) $89539 $89.539 S 89.539 T
7%% sinking fund debentures (b) 25.644 41.603 42,392 o ’.
6% % sinking fund debentures (c) 10,186 10,204 10.293 :
O Industrial revenue bonds. at
N various rates of interest,
" sveraging 8.2%. and due at
~ various dates through 2012 43,800 41,300 26.800
X Other. principaily term
borrowings by foreign
subsidiaries guaranteed by the
E parent company, M various
S fates of interest, averaging
e 10.5%, and due at various dates
s, through 2006 19.768 25.647 22.256
Total $190.937 $208,795 $191.280

]

(a) Due 1999, subject 1o annual sinking fund payments beginning in 1984 of not less
than $6,250 nor more than $12,500 principal amount of debentures.

(b) Due 1996, subject to annual sinking fund payments of not less than $3.000 nor
more than $6.000 principal amount of debentures.

o

N - (c) Due 1993. subject 10 annual sinking fund payments of not less than $1.250 nor
more than $2.500 principal amount of debentures.
. Payments required on long-term debt outstanding at December 31,
7 1982 are $18,697 in 1984, $7,753 in 1985, $10,174 in 1986, and
. $8,685 in 1987.
o
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income statement or provided in the notes to the financial
statements. If disclosed in a note then they should be
contained within one note; otherwise, sufficient
cross-referencing between notes must be provided.

1. A description of the extinguishment
transaction, including the sources of the

funds used, if practicable.

2. Income tax effects of the transaction during
the period.

3. Per share amounts of the aggregate gain or
loss, net of tax.l
Earnings Per Share
Disclosure of the related earnings per share
amounts of income from continuing operations, income before
extraordinary items, cumulative effect of accounting change,
and net income must be presented on the face of the financial
statement. Any other per share amounts may be disclosed in
the notes. These include operating results of discontinued
operations and gain or 1loss on disposal of a business
segment. A schedule or the note to the financial statements
concerning earnings per share amounts must contain
information to explain certain aspects of those amounts.

These include:

1. An identification of any common stock
equivalents and of securities used in
computing earnings per common share under the
assumption of full dilution.

2. The basis for computing earnings per share
amounts including a description of the

assumptions and any resulting adjustments
made.
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3. The number of shares issued or assumed on
conversion for the most recent year as well as
during a__subsequent interim period if
presented. 104

All computation and reconciliations necessary to achieve
full disclosure must also be disclosed. In addition,
supplementary data 1is required in the event of certain
transactions. An example is a conversion after the end
of the year but before completion of the financial statements
that would have affected primary earnings per share if it had
occurred at the beginning of the vyear. Supplemental
disclosure must be made of what primary earnings per share

would have been if the conversion had taken place at the

beginning of the year.105

Acquisitions

The disclosures for consolidated financial
statements were provided in the chapter on general
disclosures. However in the first year that a business
combination occurs, when one enterprise acquires another,
specific disclosures are required in the notes to the
financial statements of the acquiring enterprise if the
acquisition is accomplished by the purchase method. The
notes must contain the name plus a brief description of
the acquired enterprise. The fact that the enterprise

was acquired by the purchase method must be stated as

well as the following items:
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1. The period for which the results of operations
of the acquired enterprise are included in the
income statement of the acquiring enterprise.

2. The cost of the acquired enterprise and, if
applicable, the number of shares of stock
issued or issuable and the amount assigned to
the issued and issuable shares.

3. A description of the plan for amortization of
acquired goodwill and the amortization method,
and period.

4, Contingent payments, options or commitments
specified in the acquisition agreement and
their proposed accounting treatment.l106

Supplemental information is also presented on a

pro forma basis in the notes including the results of
operations as if the acquisition had occurred at the
beginning of the current year. If comparative <financial
statements are used then the results of operations for
the prior year are disclosed as if the acquisition had
occurred at the beginning of that year. At a minimum the
pro forma information will include revenue, income before
extraordinary items, net income, and earnings per share.107

Exhibit 5-6 presents an example of this type of note to the

financial statements.
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Exh. 5-6. Disclosure of an acquisition in the

o' . - . . -
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notes to the financial statements. (The Coca-Cola Company,

Annual Report 1983, p. 43.)

11. Acquisitions. In 1983, the Company purchased
various bottling operationa. The operating resuits for
these companies have been included in the consoli-
dated staternent of income from the dates of acquisi-
tion and did not have a significant effect on operating
results for 1983.

In June 1982, the Company acquired all of the out-
standing cupltal stock of Columbia Pictures Industries.
Inc. (“Columbia”) in a purchase transaction. The pur-
chase price, consisting of cash and common stock of the
Company, was valued at approximately $692 million.
The values assigned to assets acquired and liabilities
assumed are based on studies conducted to determine
their fair values. The excess cost over net fair value is
being amortized over forty years using the straight-
line method.

The pro forma consolidated results of continuing
operations of the Company, as If Columbia had been
acquired as of January 1, 1981. are as follows (in mil-

lions. except per share data): In ‘.Jg:e 1982, thec(;ompany purchased As‘soclatedf
Coca-Cola Bottling Co.. Inc. (“Associated ) at a cost of .
Year Ended December 31. approximately $419 million. Associated was acquired .
1982 1981 with the intent of selling all properties to other pur- o
Net operating chasers as part of the Company'’s strategy to assist in r.
revenues $6.374 $6.434 | restructuring its bottier system. Accordingly. the acqui- e
fncome from continu- sition was accounted for as a temporary investment "
ing operations 489 449 | under the cost method of accounting. Approximately
Income from continu- 70% of Associated’s operating assets were sold in 1982
ing operations and the remainder were sold in 1983 for amounts equal
per share 3.60 3.31 1o the Company's costa. A substantial portion of such

e le R RN A AL
O . Vo e ST,

The pro forma results include adjustments to reflect
interest expense on $333 million of the purchase price
assumed to be financed with debt bearing interest at
an annual rate of 11%. the amortization of the unallo-
cated excess cost over net assets of Columbita. the
income tax effects of pro forma adjustments and the
issuance of 12.2 million shares of the Company's com-
mon stock.

The pro forma results for the twelve months ended
December 31. 1981, have been further adjusted to
reflect Columbia’s repurchase in February 1981 of 2.4
million shares of Columbia common stock from certain
shareholders as if such repurchase had been consum-
mated as of January 1. 1981. Accordingly. interest
expense has been increased for amounts necessary
to fund the cash portion of the purchase price. legal
expenses incurred in litigation with such shareholders
have been eliminated and income taxes have been
adjusted.

assets were sold for $245 million to a corporation owned
principally by a former director of the Company.

In September 1982. the Company purchased for
cash Ronco Foods Company. a manufacturer and dis-
tributor of pasta products. This transaction had no sig-
nificant effect on the Company's operating results.
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CHAPTER VI

AUDIT REPORTS

Audit reports are not part of the enterprise's
financial statements but rather are an opinion expressed
regarding the financial statements. The preparer of
financial statements follows the pronouncements of GAAP
the auditor follows GAAS. Audit reports are included
here because the type of opinion that is expressed about
an enterprise's financial statements, favorable or otherwise,
depends quite heavily on the enterprise's compliance with the
presentation and disclosure issues such as those that have
been covered in the prior chapters. The APB, FASB, and SEC
have over the years established requirements for disclosure
and presentation in financial statements in order to ensure
that those statements can be understood by the layman as well
as the seasoned investor. The audit report gauges how well
an individual enterprise's financial statements may have
achieved that goal by expressing an opinion as to whether

they are misleading or not.

Ungualified Opinion
If the financial statements are prepared in
full accordance with the requirements of GAAP, consistently
applied, and the audit is performed in complete compliance

with GAAS then the auditor will render an opinion that the
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financial statements present fairly the financial position
) and the results of operations and the changes in the

financial position for each year covered by the

statements.108

Qualified Opinion
A qualified opinion is rendered under several

circumstances:

1. Whenever the auditor believes that there is
a departure from GAAP that materially affects
the financial statements.

2. When fair presentation is not possible due
to the lack of disclosure of essential
information.

3. When there has been a material change in
accounting principle or the method of its
application so that GAAP has not been applied
consistently.

In addition, if in performing the audit the auditor finds

a "lack of sufficient competent evidential matter" or the

scope of the audit is restricted the auditor may choose
to 1issue a qualified opinion. The auditor must have
determined that an adverse opinion or disclaimer is not

appropriate.109

"Except For"

In the case of an "except for" qualified opinien B

the audit report will disclose all substantive reasons for

this type of opinion being rendered in a separate paragraph.

This is called the explanation paragraph and includes the !g;a

effects of the reason for the qualification on the financial
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position, results of operations, and changes in financial f\
position, if <they can be determined in a reasonable ;;
manner.110 The opinion paragraph will contain the %&
appropriate qualifying language ("except for") and refer to Eg

the explanation paragraph. Exhibit 6-1 contains an example

of this type of audit opinion.

"Subject To

""IVFI".".";"';"_'-.'."‘j"':

)
l.'nlf'_‘. al

A "subject to" qualified opinion is similar in

s

LRt
£

nature to "except for" qualified opinion. It is rendered

R,
{

when an unusual uncertainty exists and another type of

K
~I
opinion would not be appropriate. The explanatory paragraph POe
.
includes the effects of the uncertainty or statement that o
they are not reasonably determinable. The opinion paragraph ;f

contains the words "subject to" and a description of the

/ u" .
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uncertainty.l111 An example of a "subject to" opinion in

shown in exhibit 6-2.

Disclaimer of Opinion

A disclaimer of opinion states that the auditor T

P2

does not express an opinion on the financial statements. o
This type of audit report is necessary when the auditor

is not independent or his audit was not sufficient enough

.. -,,,..-
+ P L A
’.!-
P hed BN PP
R IS A SO

in scope for him to render an opinion. When unusual

A,

uncertainties exist and a "subject to" qualified opinion

is not appropriate then a disclaimer of opinicen will be if

given. Except in cases of lack of independence the opinion

......................
------------------
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Exh. 6-1. "Except for" qualified cpinion with E
referenced notes from the notes to the financial statements.
(The Coca-Cola Company, Annual Report 1983, pp. 43-46.)

- Report of Independent Accountants ) The Coca-Cola Company and Subsidiartes

Board of Directors and Shareholders
The Coca-Cola Company
Atlanta. Georgia

We have examined the consolidated balance sheets of The Coca-Cola Company and sub-
sidiaries as of December 31, 1983 and 1982, and the related consolidated statements of
income, shareholders’ equity and changes in financial position for each of the three years
in the period ended December 31, 1983. Our examinations were made in accordance with
generally accepted auditing standards and. accordingly. included such tests of the
accounting records and such other auditing procedures as we considered necessary in the
circumstances. ’

In our opinion. the financial statements referred to above present fairly the consolidated
financial position of The Coca-Cola Company and subsidiaries at December 31. 1983 and
1982. and the consolidated results of their operations and changes in their financial posi-
tion for ezich of the three years in the period ended December 31, 1983, in conformity with
generally accepted accounting principles consistently applied during the period except for
the change in 1982, with which we concur. in the method of accounting for foreign cur-
rency translation as described in Note 10 to the consoiidated financial statements.

é«.‘c v WL—-——\?
Atlanta. Georgia

February 7. 1984

10. Foreign Operations Currency Translation. In
1982. the Company adopted Statement of Financial
Accounting Standards No. 52. “Foreign Currency
Translation” (SFAS 52) for translating the financial
statermnents of its foreign operations. An equity adfust-
ment (811.7 millfon) was recorded as of January 1.
1982, for the cumulative effect of SFAS 52 on prior
years. Net exchange gains (gains and losses on foreign
currency transactions and translation of balanct heet
accounts of operations in hyperinflationar - economies) T
included in income were $9 million for 1983 and $27
million for 1982. The impact of SFAS 52 on 1981 oper-
ating results was not material and such financial state-
ments have not been restated. i
Appropriate United States and foreign income taxes o
have been provided for on earnings of subsidiary com- o
panies which are expected to be remitted to the parent
company in the near future. Accumulated unremitted

~
« Y
. "
.

earnings of foreign subsidiaries which are expected to A
be required for use in the foreign operations were ot
approximately $56 million at December 31. 1983. \"_\:_
exclusive of amounts which if remitted would result \:,--‘_
in little or no tax. A
ARD
._;_ .
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Exh. 6-2. "Subject to" qualified opinion with
: referenced note from the notes to the financial statements.
" (Mattel, Inc., Annual Report to Shareholders for the year
. ended January 28, 1984, pp. 47-56.)
‘ 1
4
" RS, , cessnesanes Cheseresinnanans Term Loan—Domestic seasonsl borrowings have historicall
t' been repaid by the end of the fiscal year. Full repayment was
o« not, however, possible at the end of fiscal 1984 due to the sig-
- nificant losses incurred by discontinued operations. At year-
o end, the Company and its domestic banks were negotiating
A To the Board of Directors and terms for an acceptable loan ag In March, 1984, the
Shareholders of Mattel, Inc. Company d into an ag with its domestic banks
. which converted $349.0 million of outstanding notes payable
We have ined the consolidated balance sheets of Mattel, Inc. and its to 2 term loan due February 2, 1985. The term [oan is collacer-
subsidiaries as of January 28, 1984 and January 29, 1983, and the dlized by 2 Pldg;, of the Company i P“mzd”““' Ll?d“c:ng
related consolidated statements of operations, shareholders' equity (dtﬁm) accoumts recetvadle, 7t S grble and in-
nd of cha f 1 position for each of the th h tangible properties. The term loan agreement also prohibits
ang of ¢ "ge! in financia POH ion for each o e (Aree Yﬂl’! in the (he Compmy &Om Paylﬂs E l lnd common dlvldtﬂdi

period ended Jamuary 28, 1984. Our examinations were made in accor-

The agreement d ide f additional domesti
dance with generally accepted auditing standards and accordingly in- ¢ ocs ot prowide for a1y ond comeste

borrowings. The agreement requires weekly repayment begin-

cluded such tests of the accounting records and such ocher auditing ning Novemnber 15, 1984 from svailable domestic cash in
procedures as we considered necessary in the circumsiances. excess of $20.0 million, which will not repay the entire

The accompanying consolidated financial scatements show thar during amouat of the term loan prior to its due date. A significant
the year ended January 28, 1984 the Company incurred a et loss of balance of the term loan will remain unpaid at February 2,
$394,005,000 and, at January 38, 1084, had a shareholders' deficis of 1985. The loan requires payment of interest at the prime rate _
$136,148,000. At January 28, 1984 the Company had notes payable plus 1% and requires that the Company meet certain financial : .
10 its domestic banks of $349,000,000 that were converted to a term covenant tests with respect to liquid asset balances, bookings = -
loan in March 1984 which is due February 2, 1985. As described in and cash disbursements. )
Note 3, the Company believes its existing financial are adeg Under the terms of the loan agreement, the Company will

retain all existing cash plus the proceeds from the sale of dis-

o fi M"“ju :onfinn:u;ng'opm fions duﬁzg fu“l 198s. Its mot continued operations (see Note 2), the amounts expected to be
'y deter , as (o the Company will be able . o
collected from refundable income taxes and the termination of

“' effect a refinancing plan prior to February 2, 1985 that will enable it the pension plan, and the amounts expected from the sales of
to repay the balance of the term loan and provide the seasonal financing certain other assets for use in its operations. The agreement
that is required for the future ¢ ing operations of the Company prohibits any additional domestic borrowings. =
thereafter. The financial statements do not include any adjustmems relar- The Company has historically required substantial seasonal AR
ing to the bility and classification of recorded asset or the financing, due to the seasonal characteristics of its business. O
amounts and classification of liabilities that might be necessary should Tl'“ Company’s current operating strategies in combination S
the Company be unable 10 secure sufficient financing for the continuing with the cash currently available and to become available are N
operations. expected to provide sufficient financial resources for the Com- S

In our opinion, subject to the effects on the Fiscal 1984 financial siate- f;z s operations through the fiscal year ending February 2. RO
ments of such adjustments, if amy, as might have been required had the The cerm loan ag dso its the Company o :

outcome of the unceruainty referred to in the preceding paragraph been

diligenl: I he C ’ li-
kenown, the financial statements examined by us present fairly the finan. 19Bently PUrsLe A PIan 19 PR e oy AP

zation prior to February 2, 1985, which is essential to enable

cial position of Mattel, Inc. and its subsidiaries ar January 28, 1984 and the Company to repay the balance of the term loan which will e
January 29, 1983, and the results of their operations and the changes in be unpaid ac February 2, 1985 and to arrange subsequent sea-
their financial position fo- each of the three years in the period ended sonal financing required for the continuing operations. ol
January 28, 1984, in conformity with generaily accepted accounting ~a
principles consistently applied, except for the change, with which we con- i
cur, in the method of accounting for foreign currency translation as B
dexcribed in Note 1.
A WA, 3
‘Nies AZt; O et :x:
. o,
Los Angeles, California .
March 14, 1984 .'~:.'~
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will include a separate paragraph providing all the
substantive reasons for the opinion and any reservations that
the auditor had regarding fair presentation in conformity
‘ i with GAAP applied on a consistent basis.112 The disclaimer

of opinion is illustrated in exhibit 6-3.

Adverse Opinion
An adverse opinion states that the financial
statements do not present fairly the financial position,

results of operations, or changes in financial position

in conformity with GAAP consistently applied.113 The
reasons for an adverse opinion are the same as those for
an "except for" qualified opinion but by their nature a
qualified opinion is not appropriate. An adverse opinion
contains a separate paragraph w+ith the reasons why the
adverse opinion is being expressed; the effect of the
reason(s) on financial position, results of operations,
and changes in financial position; and any other reservations
about fair presentation of GAAP that the auditor has. The
opinion paragraph must refer directly to the explanation

paragraph.114
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- Exh. 6-3. Disclaimer of opinion. (Revere Copper &
v Brass, Inc., Form 10-K for the fiscal year enaed December 31,
M 1983, pp. 28-29.)

| e
Pityics?

REPORT OPF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

D
LI A

3
*

"
",

.-f

. To the Board of Directors of

; Revere Copper and Brass Incorporated:

o

. We have examined the consolidated financial statements
A{ and financial statement schedules of Revere Copper and Brass

Incorporated and Subsidiaries as listed in the accompanying index.
‘ Our examinations were made in accordance with generally accepted
auditing standards and, accordingly, included such tests of the
accounting records and such other auditing procedures as we con-
sidered necessary in the circumstances.

D
e

As described in Note A, on October 27, 1982, the Company
- filed a petition for reorganization under Chapter 11 of the United
States Bankruptcy Code. The Company has been authorized under the
Bankruptcy Code to operate its businesses and manage its proper-
ties as debtors-in-possession until further order of the Court.

The accompanying financial statements have been prepared
' on a going-concern basis which contemplates the realization of
assets and the liquidation of liabilities in the ordinary course
of business. The appropriateness of using the going-concern basis
is dependent upon, among other things, confirmation of a plan of

- reorganization, future profitable operations and the ability to
generate sufficient cash from operations and financing sources to
meet obligations. As a result of the reorganization proceedings,
the Company may be required to further curtail operations and/or
sell assets or liquidate liabilities for amounts lower than those
reflected in the financial statements referred to above. In
addition, a substantial number of proofs of claim have been filed
with the Bankruptcy Court, including those resulting from the
Company'‘'s rejection or breach of certain executory contracts, and
others may still be filed. The Company has, as yet, not deter-
mined the validity of such claims. The ultimate outcome of the
foregoing cannot presently be determined.

el A e

K "-)‘a-:n/ ',

2 0 2

- : Also, as discussed in Notes B(l) and B(3), the Company
is involved in litigation and contractual negotiations, the ulti-~
mate outcome of which cannot presently be determined.

Our report on the 1982 consolidated financial statements
made reference to a petition filed by an electric power supplier
- seeking to prohibit the District Court and the Bankruptcy Court
e from exercising any jurisdiction in respect of the Company's
5 Chapter 11 case. During 1983, the petition was withdrawn and,
accordingly, reference to this matter in our present report on the
1982 consolidated financial statements, as presented herein, has
not been made.
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Exh. 6-3. Continued. .
3 "‘.z
LN
P
Board of Directors of i
R

Revere Copper and Brass Incorporated ~ 2

7

LSS -

.
.

Bffective January 1, 1983, the Company made a change,
with which we concur, in the method of valuing certain inventories
as discussed in Note E to the consoclidated financial statements.

e
LN ACREN
e

e U I 4

Because of the materiality of the matters referred to in
the third and fourth paragraphs., we are unable to, and do not,
express an opinion on the consolidated financial statements and
financial statement schedules of Revere Copper and Brass Incor-

el

porated and Subsidiaries as of December 31, 1983 and 1982 and for -
the years then ended. RON
LSS
In our opinion, the financial statements referred to :xf\
above present fairly the consolidated results of the operations P
and changes in the financial position of Revere Copper and Brass Ny
Incorporated and Subsidiaries for the year ended December 31, .
1981, and the 1981 financial statement schedules referred to P
above, when considered in relation to the basic financial state- RS
ments taken as a whole, present fairly the information required to e
be included therein, all in conformity with generally accepted Ry
accounting principles applied on a basis consistent with that of RNy
the preceding year. Y
For the reasons stated in Note Q, the Company has g

omitted the changing prices information which the Pinancial ”
Accounting Standards Board has determined need not be a part of ﬁ,z
but should supplement the basic financial statements. ﬁyﬁ~
LYE.§

Gorpecr Gt :

New York, New York
February 3, 1984.
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CHAPTER VII

SUMMARY

S This professional report has covered some of
the disclosure and presentation issues associated with
financial statements. Disclosure and presentation issues
associated with financial statements are numerous and
diverse in nature. A cross section of the many types of
disclosures and presentations has been provided in Chapters
II through V.

The general disclosures which apply to all publicly
held enterprises include some common events such as
i consolidation. Disclosure of consolidation is made in
B the headings to the financial statements and in the notes
to the financial statements., General disclosures also
include some 1less common events or transactions such as

unusual items. The presentation of unusual items is made

"

NN
-

8

as a separate line item of income from continuing operations.

o

oy
i

Disclosure is made in the notes to the financial statements.

ay
K
."t*'r'n

The extended scope disclosures apply to publicly

B AN

.- 4
.,

held enterprises of specific size or scope of operations.

The two extended scope disclosures presented represent

i)
2%
AL AR NN

-,

very common disclosures among the larger enterprises.
- The requirements for reporting the effects of changing
X prices in financial reports apply only to enterprises

with at least a certain size of operations. Enterprises

N 80
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which pass the size test must supply additional information

{:

on a current cost basis. In business segment reporting the
' material segments of the business are determined. Reporting

is accomplished by different industries, foreign operations
: and export sales, and major customer.

The specialized industry disclosures apply to
enterprises operating in specific industries. There are
many industries that require specialized disclosures.
The industries presented in this report are fairly typical
of those required to make this type of disclosure. For
; instance mining industries are required to provide additional
information about their mineral reserves other than oil and
gas.

The notes to the financial statements are basically

the same from enterprise to enterprise. The actual notes

a¥a'a s A 2" a

presented depend on the events or transactions that occurred
- for any one enterprise. The notes discussed in Chapter V are ;3;‘
fairly typical of all enterprises. All enterprises must
disclose their accounting policies. This may be done as the ;Lk
first note within the notes to the financial statements or as

a separate note preceding them entitled "“Summary of

Significant Accounting Policies." Other notes such as igi;
Y accounting changes or subsequent events are not as common. ZE*?
] These require disclosure within the notes. i;%
4 The various audit opinions were presented to §g§

illustrate the effect disclosure and presentation have on

oy . T i I I S I SR S R R S B T S et T At T e e e T, .
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W the outcome of an audit. If disclosure and presentation
2 is performed properly and completely an unqualified opinion ::.
N should be rendered. Insufficient or improper disclosure ?:'C...
' and/or presentation can result in a qualified opinion (either i‘
- Yexcept for" or "subject to"), a disclaimer of opinion, or an f":‘:
’ adverse opinion. *
:: The disclosure and presentation issues covered ‘~"‘~":."‘
o in this professional report were chosen to acquaint the Fr
beginning accounting student with the variety of disclosure '
2 and presentation requirements. Emphasis was placed on the _;_
; disclosures and presentations not commonly covered in the .j
- typical first year accounting textbook. The exhibits ;
; containing excerpts from actual financial statements were L
X provided to present a clearer picture of the proper
; presentation and disclosure of these transactions or events. E«.
As such this professional report should be useful as a f-;:Z
2 supplement to the typical textual materials available for _:'.i
\ introducing students to financial accounting principles.
z -
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